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SAVINGS AND LOAN HOLDING COMPANIES 


TUESDAY, AUGUST 18, 1959 


U.S. SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to call, in room 5302, New Senate 
Office Building, at 10:15 a. m., Senator A. Willis Robertson (chair- 
man) presiding. 

Present: Senators Robertson, Sparkman, Frear, Douglas, Muskie, 
and Capehart. 

The CHairmMan. The committee will please come to order. 

The committee is meeting this morning to hear testimony on H.R. 
7244, the savings and loan holding company bill. This bill would pro- 
hibit the formation of new savings and loan holding companies or the 
acquisition of additional savings and loan associations by existing 
savings and loan holding companies. However, it would not require 
divestment by existing holding companies of the associations they now 
control. The bill would also restrict financial transactions between 
controlled savings and loan associations and their holding companies 
or subsidiaries. 

This bill is similar to H.R. 4135, 85th Congress, and section 409 of 
title VI of 5. 1451, 85th Congress, the Financial Institutions Act of 
1957. Both S. 1451 and H.R. 4135 were passed by the Senate and 
House, respectively, on March 21, 1957. However, neither House 
acted upon the other’s bill, and no legislation was enacted. 

Without objection, a copy of H. R. 7244 and the comments of the 
agencies on it will be included in the record at this time. In addition, 
without objection, copies of articles from the magazine Finance for 
July 15, 1959, and from the New York Times of June 14, 1959, both 
discussing the question of savings and loan holding companies, will be 
included in the record at this point. 

(The documents referred to follow :) 


[H.R.7244, 86th Cong., 1st sess.] 


AN ACT To promote and peasares local management of savings and loan associations by 
protecting them against encroachment by holding companies 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That title IV of the National Housing Act, as 


amended (12 U.S.C., sec. 1724 et seq.), is amended by adding at the end 
thereof the following new section: 


“REGULATION OF HOLDING COMPANIES 


“Sec. 408. (a)(1) As used in this section, the term ‘company’ means any 
corporation, business trust, association, or similar organization, but does not 
include the Federal Savings and Loan Insurance Corporation, any partnership, 
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or any company the majority of the shares of which is owned by the United 
States or by any State. 

“(2) As used in this section (except when used in subsection (f)), the term 
‘stock’ means nonwithdrawable stock, underlying ownership stock other than 
mutual shares in a mutual institution, permanent stock, guaranty stock, or stock 
of a similar nature (as defined by the Federal Home Loan Bank Board by 
regulation) by whatever name called. 

“(3) For the purposes of this section, a company shall be considered as hav- 
ing control of an institution or other organization if such company owns, con- 
trols, or holds with power to vote more than 10 per centum of the stock of such 
institution or other organization, or if the Federal Home Loan Bank Board 
determines, after reasonable notice and opportunity for hearing, that such 
company directly or indirectly exercises a controlling influence over the manage- 
ment and policies of such institution or other organization. 

“(b) (1) The Corporation shall reject any application made for insurance 
under this title on or after the date of the enactment of this section if it finds 
that the applicant is controlled by any company which also controls any insured 
institution or any other applicant for insurance. 

“(2) If an application of any insitution for insurance under this title is 
approved on or after the date of the enactment of this section, and the Federal 
Home Loan Bank Board subsequently determines, after reasonable notice and 
opportunity for hearing, that at the time of such approval such institution 
was controlled by a company which also controlled another insured institution 
(or another applicant for insurance if the application of such other applicant 
was approved), the Board shall either— 

“(A) terminate the insured status of such institution ; or 
“(B) require such company, in the manner provided in subsection (e) 
of this section, to dispose of so much of the stock of such institution, or take 
such other action, or both, as may be necessary to divest itself of its con- 
trol of such institution. 
If the insured status of an institution is terminated under subparagraph (A), 
the provisions of section 407 relating to continuation of insurance of accounts, 
examination by the Corporation during the period of such continuation, final 
insurance premium, and notice to insured members shall be applicable as though 
the termination had been ordered under such section 407. 
“(ce) It shall be unlawful for any company on or after the date of the enact- 
ment of this section— 
**(1) to acquire the control of more than one insured institution; or 
“(2) to acquire the control of an insured institution when it holds the 
eontrol of any other insured institution. 

“(d) Any company may, without regard to subsection (c), acquire stock pur- 
suant to a pledge or hypothecation to secure a loan or in connection with the 
liquidation of a loan, but it shall be unlawful for any such company to retain 
for more than one year any control the acquisition of which by such company 
would, except for this subsection, have been unlawful under subsection (c). 

“(e) If, in the opinion of the Federal Home Loan Bank Board, any company 
holds control of an institution and such control was acquired in violation of 
subsection (c) or retained in violation of subsection (d), it shall give such 
company notice that if it does not divest itself of such control within thirty days 
an action will be brovght to force the divestiture thereof. Notice given to 
such institution shall constitute notice to such company for purposes of the 
preceding sentence. If such company does not dispose of so much of the stock 
of such institution, or take such other action, or both, as may be necessary to 
divest itself of such control within thirty days after the receipt of such notice, 
the Board shall, without regard to any statute of limitation, insitute in the 
United States district court for the district in which the principal office of such 
institution is located, and prosecute to final satisfaction, an action to require 
divestiture of such control. Process in any such action may be served in any 
district in which such company transacts business or wherever it may be found. 
‘The United States district courts shall have jurisdiction of all actions brought 
under this subsection and, in view of the fact that the questions involved are of 
general public importance, shall hear and determine such actions with all reason- 
able promptness. Any such action shall be brought by the Federal Home Loan 
Bank Board in its own name and may, in the discretion of the Board, be 
prosecuted through its own attorneys. All expenses of the Board under this 
subsection shall be considered as nonadministrative expenses. 
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“(f) It shall be unlawful, on or after the date of the enactment of this sec- 
tion, for any insured institution which is controlled by a company— 

“(1) to invest any of its funds in the stock, bonds, debentures, or other 
obligations of such company or of any other organization controlled by such 
company ; 

“(2) to accept the stock, bonds, debentures, or other obligations of such 
company, or of any other organization controlled by such company, as 
collateral security for advances made to such company or organization or 
to any other person; except that such institution may accept, and hold fora 
period not exceeding two years, such stock, bonds, debentures, or other obli- 
gations as security for debts contracted prior to the acquisition of such 
control; 

“(3) to purchase securities or other assets or obligations under repur- 
chase agreement from such company or from any other organization con- 
trolled by such company ; and 

(4) to make any loan, discount, or extension of credit to such company 
or to any other organization controlled by such company. 

Except as otherwise provided by regulation by the Federal Home Loan Bank 
Board, a non-interest-bearing deposit with a bank, to the credit of an insured 
institution, shall not be deemed to be a loan, discount, or extension of credit to 
such bank for purposes of this subsection. As used in this subsection, the term 
‘organization’ means a corporation, business trust, association, partnership, or 
similar organization.” 

Passed the House of Representatives July 27, 1959. 

Attest: 


RAtPH R. Roserts, Clerk. 


FEDERAL HOME LOAN BANK BOArp, 
Washington, D.C., August 12, 1959. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate. 


DEAR Mr. CHAIRMAN: Reference is made to your request of August 5, 1959, 
for a report on H.R. 7244 of the present Congress. 

This bill would add to title IV of the National Housing Act a new section 
designed to protect savings and loan associations whose accounts are insured 
by the Federal Savings and Loan Insurance Corporation from coming under the 
control of holding companies having control of more than one such insured 
insttiution. The Federal Home Loan Bank Board favors the enactment of 
the bill, with some amendments as hereinafter discussed. 

Your committee is well acquainted with the use of the holding-company 
device in the financial field, having in the 84th Congress dealt with the sub- 
ject in the field of commercial banking through the enactment of the Bank 
Holding Company Act of 1956 and having in the 85th Congress included in 
the proposed Financial Institutions Act of 1957 (S. 1451), passed by the 
Senate on March 21, 1957, provisions relating to savings and loan holding 
companies similar to though not identical with those of the present bill. 

The legislative treatment of bank holding companies was complicated by 
the fact that in the banking field holding companies were already well estab- 
lished and had extensive variations and ramifications in their methods of 
operation. On the other hand, at the time of your committee’s considera- 
tion of the financial institutions legislation in 1957 we had definite informa- 
tion as to only two holding companies then operating in the savings and loan 
field. 

Since that time there has been a considerable amount of further activity 
in the formation and growth of savings and loan holding companies, and 
according to the latest information that we have there are now at least a 
dozen such holding companies in existence or definitely projected which con- 
trol, or if plans are completed will control, some 40 associations located in 
at least 6 States. With respect to one State, California, our information is 
that savings and loan associations with assets representing more than 50 
percent of the total assets of nonmutual savings and loan associations in 
that State are controlled by holding companies or are proposed to be so con- 
trolled. 

The Board does not take the position that any savings and loan holding 
company has at the present time a monopoly in the area in which it operates. 
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Likewise, such a position could not have been taken with respect to bank 
holding companies in the early days of their existence, but as they grew in 
assets and holdings the Congress recongized the potential dangers and the need 
for regulation. The same development could take place in the savings and 
loan field in those areas in which nonmutual savings and loan companies are 
permitted to operate or in which they may in the future be permitted to operate, 

Basically and historically, savings and loan associations are local insti- 
tutions designed to serve two primary ends, the encouragement of thrift and 
the promtion of home ownership. Their investments are chiefly in residen- 
tial mortgages, principally on single-family homes, and the bulk of their 
mortgage loans are genrally made within a 50-mile radius of their home 
offices. Their local, community nature would not be advanced and might 
be radically changed if holding company operations should become widespread. 

The basic objective of the present bill, H.R. 7244, is to deal with this problem 
by preventing the occurrence of situations in which a holding company gains 
control of two or more savings and loan associations whose accounts are insured 
by the Federal Savings and Loan Insurance Corporation. 

This objective would be effected in two ways, (1) by directing that corpo- 
ration to reject any insurance application if it finds that the applicant in- 
stitution is controlled by any company which also controls any insured insti- 
tution or any other applicant, and (2) by making it unlawful, as set forth in 
subsection (c) of the new section which would be added by the bill, for any 
company to acquire the control of more than one insured institution or to 
acquire the control of any insured institution when it holds the control of 
any other insured institution. Notwithstanding these provisions, a company 
would be permitted by subsection (d) to acquire stock in an insured institution 
pursuant to a pledge or hypothecation to secure a loan or in connection with 
the liquidation of a loan, but it would be unlawful for such company to retain 
for more than 1 year any control the acquisition of which would have been 
unlawful under said provisions except for this permission. 

Where a company acquired or retained control of an insured institution in 
violation of the foregoing provisions, the Federal Home Loan Bank Board would 
give the company notice that if it did not divest itself of such control within 30 
days an action would be brought to force divestiture. Notice to the institution 
would constitute notice to the company for this purpose. If the company did 
not dispose of so much of the stock of the institution, or take such other action, 
or both, as might be necessary to divest itself of such control within 30 days after 
the receipt of the notice, the Board would institute an action for divestiture in 
the U.S. district court for the district in which the prinicpal office of the 
institution was located. 

Finally, the bill would prohibit “upstream” and “cross-stream” loans and in- 
vestments. This provision would make it unlawful, or or after the date of 
enactment of the new section, for any insured institution which is controlled by 
a company (1) to invest in the stock, bonds, debentures, or other obligations of 
that company or of any other organization controlled by such company; (2) to 
accept such stock or obligations as collateral for advances to such company or 
organization or to any other person, with an exception permitting acceptance, 
and holding for not over 2 years, of such stock or obligations as security for 
debts contracted prior to the acquisition of control; (3) to purchase securities 
or other assets or obligations under repurchase agreement from such company 
or organization; or (4) to make any loan, discount, or extension of credit to 
such company or organization. The provision states that, except as otherwise 
provided by regulation by the Board, a non-interest-bearing deposit with a bank 
to the credit of an insured institution shall not be deemed to be a loan, discount, 
or extension of credit to such bank for purposes of the provision. 

This provision, which is closely parallel to a provision in the Bank Holding 
Company Act of 1956, is intended in general to prohibit the use of savings and 
loan associations by holding companies in “upstream” and “cross-stream” financ- 
ing by which the holding company utilizes the resources of a subsidiary to 
finance its own operations or those of another of its subsidiaries. 

As is stated above, the Board favors enactment of the bill, with some amend- 
ments. These amendments are as follows: 

1. As embodied in the bill, the definition of the term “company” would 
exclude “any partnership.” ‘The Board is apprehensive that the exclusion of 
‘partnerships might provide a possible loophole by which the objectives of 

the legislation might be defeated. Accordingly, the Board submits as amend- 
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ment A attached hereto an amendment to include partnerships, and recom- 
mends that it be adopted. 

2. The definition of “company” also excludes the Federal Savings and 
Loan Insurance Corporation and “any company the majority of the shares 
of which is owned by the United States or by any State.” Since there have 
been in the past, and may be in the future, Government corporations having 
capital stock not divided into shares, we recommend the adoption of amend- 
ment B attached hereto, which would change the word “shares” in the 
above-quoted language to “capital stock.” Amendment B would also except 
from the definition of the term “company” any company which is controlled 
by the United States or any officer or officers thereof; this latter exception 
is recommended because there are now, and may be in the future, agencies 
of the United States which are so controlled but have no capital stock. The 
Board also recommends that the express exclusion of the Federal Savings 
and Loan Insurance Corporation be broadened to cover the Federal home loan 
banks as well, and for this purpose submits amendment B attached hereto. 

3. As noted above, subsection (c) of the new section would make it un- 
lawful for any company to acquire the control of more than one such in- 
sured institution, or to acquire the control of such an insured institution 
when it holds control of any other such insured institution. The Board rec- 
ommends two amendments to strengthen this provision. First, it recom- 
mends that the subsection be amended so as to require prior approval of the 
Board for the acquisition or control of one such insured institution by a 
company, and amendment D attached hereto is submitted for that purpose. 
Second, it recommends an amendment (as set forth in amendment E attached 
hereto) to prohibit any company from continuing to hold control of any such 
insured savings and loan association if it subsequently acquires control of a 
savings and loan association which is not so insured. 

4. Some technical and strengthening changes, as set forth in amendment 
F attached hereto, appear to be needed with respect to subsection (e), 
which relates to the institution and prosecution of actions for divestiture. 
The principal object of the amendment would be to eliminate the possibility 
of loopholes through which the objects of the bill might be defeated. 

To this end, the amendment would broaden the provision that divestment 
actions be brought in the U.S. district court for the district in which the 
principal office of the insured institution is located, by providing that such 
actions may also be brought in the U.S. District Court for the District of 
Columbia if such office is not located in the judicial district of any U.S. 
district court. In some instances (as in the case of certain of the terri- 
tories and possessions) such principal office might not be located within 
such a judicial district. Also, amendment F would permit the issuance of 
orders against the controlled institution, as well as against the controlling 
company, thus permitting relief where jurisdiction could not be obtained 
against the controlling company or where relief against such company 
would not adequately cover the situation. 

Further, amendment F would permit the treatment of unincorporated 
companies as legal entities for the purpose of such actions, and would pro- 
vide that all expenses of the Board under the new section, rather than 
merely those under the divestiture subsection, shall be considered as non- 
administrative expenses. 

Finally, amendment F includes a provision under which—in addition to 
the mandate resting upon it to issue a divestiture notice where in its 
opinion a company holds control of an insured institution and such control 
Was acquired in violation of subsection (c) or retained in violation of 
subsection (d)—the Board would be authorized to issue such a notice if in 
its opinion a company, whether or not by reason of any Violation of any 
provision of the new section, holds (except by reason of holdings outstand- 
ing on the effective date of the section) control of an insured institution 
and also holds control of another insured institution. We believe that such 
a provision should be included because of the possibility that control by a 
company of more than one insured institution might arise by operation of 
law or in other ways not involving unlawful action. 

»>. Our experience in the 2 years since the consideration by your com- 
mittee of savings and loan holding company legislation in the proposed 
financial institutions bill has shown that it is difficult for us to obtain 
complete and accurate information as to the existence and operations of 
such holding companies. We believe that this fact calls for the inclusion 
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in the present bill, as in the Bank Holding Company Act of 1956, of a pro- 
vision requiring the registration of holding companies. We submit in 
amendment G attached hereto a provision for this purpose, similar in gen- 
eral approach to the corersponding provision of that act, and recommend 
its adoption. Amendment G also contains a provision authorizing the 
Board to require reports and information from savings and loan holding 
companies or persons connected herewith. The Bank Holding Company 
Act of 1956 not only authorizes the Board of Governors of the Federal Re- 
serve System to require reports but authorizes it to examine bank holding 
companies and their subsidies. We feel that if amendment G is adopted 
it would not be necessary to include in the present bill a proviison for 
examinations. 

Also, we believe it would be advisable to include a provision authorizing 
the Board to require the filing of appointments of agents for service of 
process in actions brought under the section, and such a provision is included 
in amendment G aforesaid. A provision of this kind would be particularly 
helpful in the case of holding companies incorporated under the laws of 
foreign countries and those organized as unincorporated enterprises, such as 
business trusts and associations. Even if the company involved was a cor- 
poration organized under the laws of a State of the United States, it would 
not follow that the statutes and practices of the State of incorporation 
would necessarily be such that an office or agent for the service of process 
would always be available or would always be ascertainable from the 
corporation records or other records of that State. 

6. The savings and loan holding company legislation passed by the Senate 
in 1957 in the financial institutions bill (S. 1451) contained in subsection 
(f) a criminal provision providing that any company willfully violating any 
of the preceding provisions of the section should, upon conviction, be fined 
not more than $10,000. If the present bill, H.R. 7244, were amended as 
above recommended, we believe that criminal provisions, while needed, might 
well be confined to violations relating to the provisions regarding registra- 
tion, the furnishing of reports and information, and the appointment of 
agents for service of process. We submit herewith as amendment H a form 
of amendment to add a provision along this line, and we recommend its 
adoption. 

Informal advice has been received from the Bureau of the Budget that there is 
no objection to the submission of this report. 

Sincerely yours, 

ALBERT J. ROBERTSON, Chairman. 


PROPOSED AMENDMENTS TO H.R. 7244, 86TH CONGRESS 


Amendment A 


At page 1, line 8, after the comma following the word “corporation”, insert 
the language “partnership,” and at page 1, line 10, strike the language “any 
partnership” and the commas preceding and following said language. 
Amendment B 

At page 2, line 1, strike the word “shares” and in lieu thereof insert the 
language “capital stock”, and at page 2, line 2, immediately after the word 
“State”, insert the language ‘or which is controlled by the United States or by 
any Officer or officers of the United States”. 


Amendment C 


At page 1, line 10, immediately after the word “Corporation”, insert the 
language “or any Federal Home Loan Bank”. 


Amendment D 


At page 4, (1) strike the word “or” in line 2; (2) at the end of line 4 strike the 
period and insert “; or”; and (3) after line 4 insert the following: 

. ‘ “(3) to acquire the control of any insured institution without the prior 

approval of the Federal Home Loan Bank Board.” 


Amendment E 


At page 4, line 5, after the language “(d)”, insert the following: 

“It shall be unlawful for any company to retain control of any insured insti- 
tution (other than control arising solely by reason of stock in such institution 
owned, controlled, or held with power to vote by such company continuously on 
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and since the effective date of this section and not exceeding the percentage 
of the total stock of such institution so owned, controlled, or held with power 
to vote by such company on said date) while it has control of any uninsured 
institution. As used in the sentence next preceding, the term ‘uninsured insti- 
tution’ means a building and loan, savings and loan, or homestead association 
or cooperative bank which is not an insured institution.” 

At pages 4 and 5, strike all of subsection (e), and in lieu thereof insert the 
following: 

“(e) If, in the opinion of the Federal Home Loan Bank Board, any company 
holds control of an insured institution (hereinafter in this subsection referred to 
as the institution) and such control was acquired in violation of subsection 
(ec) or retained in violation of subsection (d), said Board shall give, and if, in 
the opinion of said Board, any company, whether or not by reason of any 
violation of any provision of this section, holds (1) control of any insured in- 
stitution (hereinafter in this section referred to as the institution), other than 
control arising solely: by reason of stock of the institution owned, controlled, 
or held with power to vote by such company continuously on and since the 
effective date of this section and not exceeding the percentage of the total 
stock of the institution so owned, controlled, or held wih power to vote by 
such company on said date, and (2) control of another insured institution, 
said Board may give, such company notice that if it does not divest itself of such 
control of the institution within thirty days an action will be brought to force 
the divestiture thereof. Notice given to the institution shall constitute notice 
to such Company for the purposes of this subsection, and for said purposes the 
receipt of such notice by the institution shall be deemed to be receipt thereof 
by such company. If such company does not dispose of so much of the stock 
of the institution, or take such other action, or both, as may be necessary to 
divest itself of such control within thirty days after the receipt of such notice, 
said Board shall, without regard to any statute of limitation, institute in the 
United States district ccurt for the judicial district in which the principal 
office of the institution is located, or in the United States District Court for the 
District of Columbia if such office is not located in any judicial district, and 
prosecute to final satisfaction, an action to require divestiture of such contrel. 
Process in any such action may run to and be served in any judicial district or 
any place subject to the jurisdiction of the United States. In any such action 
the institution may be made a party defendant and in such case the relief 
granted may, whether or not jurisdiction is obtained over such company, in- 
clude such orders to the institution directing sale or other disposition of stock 
in the institution owned, held, or controlled by such company, and disposition 
of the proceeds thereof, or providing such other relief, as may be prayed by 
the Board or granted by the court on its own motion. In any such action any 
company which is not a corporation may be sued in its common name as a legal 
entity. Said courts shall have jurisdiction of all actions brought under this 
subsection and, in view of the fact that the questions involved are of general 
public importance, shall hear and determine such actions with all reasonable 
promptness. Any such action shall be brought by the Federal Home Loan Bank 
Board in its own name and may, in the discretion of said Board, be prosecuted 
through its own attorneys. As used in this section, the term ‘judicial district’ 
shall have the meaning ascribed to it by section 451 of title 28 of the United 
States Code. All expenses of said Board under this section shall be considered 
as nonadministrative expenses.” 


Amendment G 


At page 4, line 5, strike the language “(d)” and in lieu thereof insert the 
language “(4)”, and at page 4, immediately after line 4, insert the following: 

“(d) (1) Within one hundred and eighty days after the enactment of this 
section, or within one hundred and eighty days after becoming a company 
which has control of an insured institution, whichever is later, each company 
which has control of an insured institution shall register with the Federal 
Home Loan Bank Board on forms prescribed by the Board, which shall include 
such information, under oath or otherwise, with respect to its financial condition, 
its operations, its management, and the relationships of such company and its 
subsidiaries (as defined by said Board for the purposes of this subsection) 
and affiliates (as so defined), and related matters, as said Board may deem 
necessary or appropriate to carry out the purposes of this section. If, under 
the provisions of subsection (a), a company is to be considered for the purposes 
of this section as having control of an insured institution only by reason of a 
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determination by said Board pursuant to said subsection, such company shall 
for the purposes of this paragraph and paragraph (2) be considered as becoming 
a company which has control of such insured institution upon the date on which 
such determination is made. Said Board may at any time release a registered 
company from any registration theretofore made by such company, upon a 
determination by said Board that such company no longer has control of any 
insured institution. Said Board may, in its discretion, extend at any time, or 
from time to time, the time within which a company shali register. 

“(2) The Federal Home Loan Bank Board may from time to time require the 
re-registration of any company or companies and require, under oath or other- 
wise, such periodic or other reports and information from any registered com- 
pany or registered companies, or from any individual, company, or organization 
with respect to a registered company or registered.companies, as said Board 
may deem necessary or appropriate to carry out the purposes of this section. 

“(3) The Federal Home Loan Bank Board shall have power by regulation 
or otherwise to require any registered company which is a corporation, or any 
person or persons connected with a registered company which is not a corpora- 
tion, to execute and to file, at such time or times and at such place or places, 
such appointments of agents for service of process in actions under this section 
(other than actions under subsection (g)) as said Board may deem necessary 
or appropriate to carry out the purposes of this section. Any such appointment 
shall, to such extent as the Board may by regulation or otherwise provide, be 
irrevocable.” 


Amendment H 


At page 6, after line 18, insert the following new subsection: 

“(g) Any company which violates any provision of paragraph (1), (2), or 
(3) of subsection (d) or of any regulation, requirement, or order thereunder 
shall upon conviction be fined not more than $1,000 for each day during which 
the violation continues. Any individual who violates or who participates in 
any violation of any provision of paragraph (1), (2), or (3) of subsection (d) 
or of any regulation, requirement, or order thereunder shall upon conviction be 
fined not more than $10,000 or imprisoned not more than oue year, or both.” 





TREASURY DEPARTMENT. 
Hon. A. Wiis RowertTson, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your letter of August 5, 1959, 
wherein you requested a report on H.R.7244, a bill to promote and preserve 
local management of savings and loan associations by protecting them against 
encroachment by holding companies. 

The proposed legislation would define a holding company as one which owns 
or controls 10 percent of the stock of a savings and loan institution, and would 
preclude the Federal Savings and Loan Insurance Corporation from insuring an 
applicant if the applicant is controlled by any company which controls any other 
insured institution. Upon the passage of the proposed legislation, it would be 
unlawful for any company to acquire control of more than one insured institu- 
tion, and, if a company holds control of an institution in violation thereof, the 
Federal Home Loan Bank Board could, in its own name and by its own attorneys, 
bring a suit for divestiture. 

This Department is in favor of the principles enunciated by the proposed 
legislation. 

The Department has been advised by the Bureau of the budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
LAURENCE B. ROBBINS, 
Acting Secretary of the Treasury. 
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BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
OFFICE OF THE CHAIRMAN, 


Washington, August 20, 1959. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


DEAR Mr. CHAIRMAN: This is in response to your request of August 5, 1959, 
for the Board’s views on a bill (H.R.7244) to promote and preserve local manage- 
ment of savings and loan associations by protecting them against encroach- 
ment by holding companies. 

As you know, the Board endorsed proposals that led to the enactment in 1956 
of legislation to regulate holding companies of commercial banks; and, in 
principle therefore, the Board would favor similar legislation with respect to 
holding companies of savings and loan associations if in the judgment of Congress 
such companies have developed to such an extent as to justify regulation. The 
Board believes that such legislation would be desirable in order to maintain the 
local community character of such associations. 

Sincerely yours, 
Wm. McC. Martin, Jr, 





FEDERAL DEposIr INSURANCE CORPORATION, 


Washington, August 10, 1959. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR ROBERTSON: In your letter of August 5, 1959, you requested our 
views on H.R. 7244, an act to promote and preserve local management of savings 
and loan associations by protecting them against encroachment: by holding 
companies. 

We favor this proposal in principle because of the importance of the tradi- 
tional local ownership and local management of savings and loan institutions to 
the local homeowner borrower. The bill prohibits holding company expansion, 
and restricts. financial transactions between subsidiary and parent company. 
We recommend the enactment of H.R. 7244. 

We have been advised by the Bureau of the Budget that it has no objection 
to the submission of this report. 

Sincerely yours, 
JESSE P. Wotcort, Chairman. 


{Finance, July 15, 1959) 


EpiveMic In 8S. & L. Ho_ping Firms—THE Rusu Is oN, PARTICULARLY IN CALI- 
FORNIA, To ForM, FINaNceE, AND ACQUIRE SAVINGS AND LOAN Howprne Com- 
PANIES BEFORE RESTRICTIVE LEGISLATION IS PASSED 


(By Roland Edwards) 


The voracious appetite of the investing public is being fed these days by a 
hefty helping of stock in one of the Nation’s fastest growing financial institu- 
tions, the savings and loan association. 

Most of these associations—in fact all but about 400 of the approximately 
6,200 presently operating in the United States—are actually mutuals which are 
owned by their depositors and cannot therefore be sold out to anyone. The 
others, however, are privately owned companies just like a great many banks 
and industrial institutions and therefore free to sell out to anyone within limit 
of the law. They are known as guarantee stock companies because the original 
capital that has gone into their formation cannot be removed but must always 
remain as an additional reserve behind the obligations of the institution. 

Only 17 States permit savings and loan associations to take the form of gnaran- 
tee stock companies. Of these, fewer than a dozen currently provide a climate 
that encourages their operation on any notable scale. States having at least a 
dozen such institutions include California, Texas, Ohio, Kansas, Illinois, Colo- 
rado, and Utah. Others permitting their operation include Oregon, Washing- 
ton. Arkansas, Arizona, Indiana, Idaho, Nevada, Virginia and, more recently, 
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New Mexico, and Wyoming. In no State, however, does the stock company 
thrive as it does in California; at the end of 1958, according to the California 
Savings & Loan League, 170 stock companies with 124 branches were operating 
in the Golden State having combined assets of over $4 billion compared with 
just over $3.2 billion for the 69 mutuals and their 196 branches. 

Along with the legal advantages enjoyed, California stock companies have 
also benefited from particularly favorable economic factors in recent years. Be- 
-ause of the surge in population and in homebuilding activity, the State’s sav- 
ings and loan associations have increased their total assets from under $1.5 
billion in 1950 to $7.2 billion in 1958, an increase of 404 percent, while the 
United States total was rising from just under $14 billion to $51.3 billion, a 
gain of 375 percent. Taking these two factors into consideration—the favorable 
legal climate and the factors of economic growth—it is not altogether surpris- 
ing that the California stock companies have dominated the public offering 
scene in savings and loans up to now and are likely to go on doing so for some 
time to come. 

The offerings, however, are not being made in the associations themselves but 
rather through the device of the holding company. There are two important 
reasons why. First, because the law prohibits the splitting of association secur- 
ities below a par value of $1, such stock would have to be sold in much higher 
denominations than stock in holding companies which are not so limited. See- 
ondly, because an association is limited in its lending to a radius within 50 miles 
of its home office to remain eligible for Federal account insurance while a hold- 
ing company is free to conduct operations on an interstate basis, the holding 
company provides a particularly attractive means for expansion. 

All important public offerings thus far, therefore, have been in holding com- 
pany rather than association stock. The first and most famous of these, of 
course, was the Great Western Financial Corp., which was formed in 1955 to 
acquire the guarantee stock of the Great Western Savings & Loan Association 
in Los Angeles. Its assets along with the assets of. 22 affiliated escrow com- 
panies totaled nearly $264 million at the end of 1958. GWFC at the time of 
this writing, owned 35 escrow companies and 5 savings and loans—including 
the Bakersfield Savings & Loan Association with assets of $41.2 million at the 
end of 1958; the Santa Ana Savings & Loan Association ($40.4 million) ; the 
Guaranty Savings & Loan Association in the San Francisco Bay region ($54.3 
million) ; and, in Sacramento, the West Coast Savings & Loan Association ($21.9 
million). Originally offered at $23.50 a share, the stock has since been split 
2.5 for 1 and showered with numerous stock dividends—yet stood midyear at 
more than $40 a share. 

The organizing underwriter, Lehman Bros. of New York, has perhaps fared 
even more phenomenally. It’ received close to $1 million in underwriting fees 
alone for bringing the stock to market. For helping to organize the holding 
company only a few months earlier, it had been allowed to purchase 100,000 
shares of GWFC’s stock at just $1 a share; including the shares it had retained 
at least to midyear, Lehman had turned that $100,000 investment into well over 
$2 million in approximately 4 years’ time. 

Owners of the original association, such as Adolph Slechta, until recently 
president of the holding company, didn’t fare too badly, either. Because he 
was no longer limited to seeking large buyers with considerable capital but 
could enjoy the demande of a public market for his stock, Mr. Slechta was able 
to realize a considerably larger profit on his holdings than might otherwise have 
been the case. In addition, of course, the sale was taxed at the low capital gains 
rate rather than at the much higher inheritance tax levy were his holdings left 
to his estate. Further, Mr. Slechta was able to continue to maintain an active 
role in a rapidly expanding organization and to draw down a.comfortable salary 
for so doing. 

None of these benefits have been altogether lost on the principal stockholders 
of other savings and loan stock companies, underwriters whose mouths water at 
the prospect of bringing other such institutions to the public market, nor on the 
investing public, which has witnessed the good fortune of early buyers of GWFC 
stock. Of course, there is no guarantee (1) that future issues will be priced 
anywhere near as attractively or (2) that the corporations they represent will 
fare anywhere near as successfully in their subsequent operation. Nevertheless, 
the result of GWFC’s performance has stirred the interest of underwriters in 
putting similar investment packages together and in owners of savings and loan 
stock companies to cooperate in the effort. 
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COMES NO. 2 


Late in 1956, hardly a year after Great Western Financial Corp. began operat- 
ing, a second such institution known as the San Diego Imperial Corp. was estab- 
lished. So successful was its marketing, that the company (this time with the 
help of White, Weld & Co.) was back in the money market in June for an 
additional $11.7 million to nourish its expansion still further. The funds were 
used in part to acquire two savings and loan associations in Texas: the First 
Savings & Loan Association of Corpus Christi (with assets of nearly $46.4 
million on March 31, 1959) and the Grand Prairie Savings & Loan Association 
in Grand Prairie between Dallas and Fort Worth (with assets of nearly $7.7 
million on March 81, 1959). 

SDIC already owned five savings and loans before acquiring the two Texas 
companies: the Suburban Savings & Loan Association in San Diego (with assets 
last March 31 of $14.6 million) ; the Imperial Savings & Loan Association in 
El Centro (assets of $6.7 million) ; the South Bay Savings & Loan Association in 
Chula Vista ($17.5 million); the Silver State Savings & Loan Association in 
Denver, Colo. ($30.9 million) ; and, in Dallas, Tex., the American Savings & 
Loan Association ($10.8 million). 

The real spurt in the formation of savings and loan holding companies, how- 
ever, has come only this year. One, put together by William R. Staats & Co. to 
hold all the guarantee stock of the Surety Savings & Loan Association of San 
Jose with total assets of $28.3 million at the end of 1958 and known as the Cali- 
fornia Financial Corp., placed 100,000 shares on the market at $14 a share at the 
end of March. A second, organized largely by Goldman, Sachs & Co. to hold all 
the guarantee stock of the Mutual Savings & Loan Association of Pasadena 
(really a stock company with assets on March 31 last of nearly $135 million), 
offered 387,300 shares at $23-a share in June under the name Wesco Financial 
Corp. 

MORE IN THE WORKS 


In addition, at least two others were being prepared for public offering soon 
after July 1 with the likelihood they would hit the market well before the end 
of the summer. One, consisting of a 3 million share offering by Eastman Dillon 
in conjunction with William R. Staats, would be known as the First Charter 
Financial Corp., formerly Randolph Estates, Inc., boasting assets at the end of 
April totaling $484 million. It is made up of five savings and loans (American 
Savings & Loan in Whittier; Pioneer Inverstors Savings & Loan in San Jose, 
Home Mutual Savings & Loan in San Francisco, the Berkeley Savings & Loan in 
Berkeley, and the Mutual Savings & Loan in Alhambra), along with five insur- 
ance agencies, two trustee companies, a real estate brokerage firm and an assort- 
ment of smaller concerns. 

The second firm, escorted by Kidder, Peabody & Co. and known as Financial 
Federation, Inc., was to hold a total of eight savings and loans—all in California 
(Atlantic in east Los Angeles; Community in Compton; Prudential in San 
Gabriel; Coachella in Palm Springs; Sequoia in Fresno; Midvalley in Marys- 
ville just north of Sacramento; Lassen further north in the town of Chico; and 
*alomar in Escondido, 29 miles north of San Diego). Their combined assets 
at the end of 1958: $175 million. 

Further, at least three other firms—Trans-Coast Investment Co., the Haw- 
thorne Financial Corp., and the First Financial of Huntington Park, all operat- 
ing in California—were also in the process of formation with a view toward 
public offerings before the end of 1959. 

Whether or not savings and loan holding companies will continue to be born 
at this rate much longer, however, is open to some question. The present epi- 
demic is explained at least in part by the fear of legislation that would put a 
halt to their growth. 

That legislation, which has the backing of Federal regulatory agencies and 
mutual-dominated savings and loan trade associations throughout the country, 
was introduced in the House by Representative Brent Spence, Democrat, of Ken- 
tucky, as H.R. 7244, though it is better known as the Spence bill. The bill is 
given a better than even chance of passage in this session of Congress. It would 
deny the benefits of Federal insurance of savings accounts to any associations 
acquired subsequent to passage of the bill by holding companies already owning 
Savings and loan institutions. “Acquisition,” under terms of the bill, would mean 
an interest of 10 percent or more. 
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NO DIVESTITURE 


The measure would not, as it stood at the time of this writing at any rate, 
require the divestiture of associations controlled prior to passage of the bill 
by existing holding companies—hence, of course, the haste to form, finance, 
and acquire. Nor would it prevent acquisitions by State-chartered holding 
companies willing to forego the benefits of account insurance. However, ex- 
ceedingly few associations of any substantial size operate today without that 
insurance. According to the Federal Savings and Loan Insurance Corporation, 
institutions accounting for $51.3 billion of the $55 billion total assets held by 
savings and loans throughout the country at the end of 1958 were covered by 
such insurance. Those that were not, in such States as Nevada, were having 
to offer savers 5 percent or more on their money per annum in contrast with a 
maximum of 4 to 4.5 percent paid by other associations in the area whose accounts 
were insured. 

Since most of the Nation’s stock associations are covered by existing State 
and Federal laws preventing them from making loans beyond a 50-mile radius, 
which in effect means they cannot operate at all beyond that area since no 
branch is likely to be authorized simply to siphon savings from the community, 
the Spence bill would remove one of the principal attractions of the holding 
company. 

This attraction had become of even greater importance in recent years as 
authority even for the establishment of branches within the 50-mile legal limit 
has become increasingly difficult to obtain. It’s just this expansion, of course, 
that backers of the measure seek to restrain. Their argument is that savings 
and loans are essentially local in character and that the spread of “absentee 
ownership” is a threat to their basic function. There is also the contention 
that in their public ownership, the holding companies introduce a “promotional” 
element in the savings and loan picture which could, for example, bring undue 
pressure for higher earnings on the part of the operating associations even 
if that means assuming greater risks. 

From the standpoint of distributing those earnings in the form of cash divi- 
dends to stockholders, however, there is one deterrent which at the same time 
reflects a considerable tax advantage enjoyed by the associations since 1952 in 
common with mutual savings banks. The deterrent is this: Because savings 
and loan associations are permitted to accumulate reserves up to 12 percent of 
their total savings accounts and to put their earnings into this reserve free of 
income taxes except to the extent that cash dividends are paid to stockholders, 
holding companies are loath to provide such cash distributions. Were they to do 
so, they would have to pay Uncle Sam 52 cents for every 48 cents disbursed as 
dividends. The result is that except for a nominal cash dividend paid by Great 
Western (48 cents a year, which works out toa yield of approximately 1 percent 
based on prices recently prevailing for the stock), none of the holding companies 
currently operating pay cash dividends. Even Great Western, which set the 
policy at a time when it was attempting to blaze new trails, has provided increases 
since that time in the form of stock dividends rather than cash. 

This tax generosity, which insulates still further the growth of the fast-growing 
savings and loan business, however, also stands in danger. Considerable pressure 
is being put on the Congress by banking and other interests for a reduction of 
that tax-free reserve to something closer to 5 percent compared with the present 
12 percent. These efforts, however, are not deemed to enjoy quite the favorable 
prospects of early enactment into law as the holding company measure. Should 
that limit ever be established, it could work considerable hardship on a good many 
savings 2nd loan institutions operating today. 

Such a change in the tax provision and enactment of the Spence bill would, 
without doubt, greatly reduce the present ardor for launching savings and loan 
holding companies. Most observers, however, do not believe that even these twin 
“catastrophes” would call a permanent halt to the phenomenon. As one top sav- 
ings and loan execntive puts it: “There is still the advantage in the holding com- 

‘pany device, even if it is limited just to one association, of providing a public 
market—and capital gains treatment—for the more limited stock of the associa- 
tion itself, which might otherwise have to be marketed in units priced at $1,000 or 
more. It is also just about the only practical solution to the inheritance tax 
problem for the owners of savings and loan stock companies whose growth may 
long since have outstripped the ability of the remainder of their estates to meet 
that financial burden.” 
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{New York Times, June 19, 1959} 


Savincs Systems RusH THREE OFFERINGS—HOLDING COMPANIES ACTING AS 
CONGRESS MULLS BILL 





A rush is on to bring to market the shares of savings and loan holding com- 
panies. 

Within 2 weeks of the revival in Congress of a bill to limit the creation and 
expansion of such concerns, registration statements Covering proposed public 
offerings of three savings and loan holding con:panies were filed with the Secu- 
rities and Exchange Commission. 

Au offering by Kidder, Peabody & Co. of an undetermined number of shares 
of Financial Federation, Inc., a Delaware holding company incorporated in 
March, was registered. The company owns eight California stockholder-owned 
savings and loan associations with assets of more than $175 million. it seeks 
public tinancing for working capital and to repay a $4,200,000 bank loan incurred 
to acquire a subsidiary. 

A White, Weld & Co. and J. A. Hogle & Co. joint offering of 1,400,000 shares of 
San Diego Imperial Corp., a California holding company set up in 1956, was 
registered. The company controls five savings and loan associations, three in 
California and one each in Colorado and Texas, a California escrow company 
and a Colorado insurance agency. It proposes to acquire two additional Texas 
savings and loan associations. 

A joint offering by Goldman, Sachs & Co. and William Blair & Co. of 387,300 
of the shares of Wesco Financial Corp., a Delaware holding company incor- 
porated in March, was registered. It owns one California savings and loan as- 
sociation and may acquire others. It seeks public financing to permit present 
owners to sell part of their holdings. 

The bill before Congress was reintroduced by Representative Brent Spence, 
Democrat, of Kentucky, chairman of the House Banking and Currency Com- 
mittee. It would deny Federal insurance of savings accounts to associations 
newly acquired by holding companies and to existing subsidiary associations con- 
trolled by holding companies making new acquisitions. A holding company, 
under the bill, is defined as a company holding 10 percent or more of the 
guarantee or permanent stock of stockholder-owned associations. 

The bill is identical to one passed by the House but not by the Senate at the 
last sesion of Congress. Similar provisions were included in the Financial 
Institutions Act passed last year by the Senate. The two Houses, however, 
failed to get together to work out a bill acceptable to both. No Senate counter- 
part of the Spence bill has been introduced in the current session. 

Stockholder-owned savings and loan associations are permitted by law i 
11 Western and Midwestern States but operate chiefly in 5. Of the 6,000 sav- 
ings and loan associations in the country only about 500 are stockholder owned. 
The remainder are mutually owned. That is, each holder of a savings account 
is entitled to one vote in the election of management, regardless of the size of 
his holdings. 

Both stockholder-owned and mutually owned savings and loan associations 
have grown rapidly in recent years. The intended merger announced last week 
of the Standard Federal Savings & Loan Association into California Federal 
Savings & Loan Association would create a new mutual thrift institution with 
resources in excess of $500 million—the largest federally chartered savings and 
loan association in the country. 

Because most are mutually owned, the savings and loan associations—like 
the savings banks—-were exempt from Federal taxation until 1952. Since then 
they have been permitted to channel earnings tax free into their capital funds 
(general reserves) until these reached 12 percent of savings deposits or shares. 




































PRIVILEGE IS EXTENDED 


The tax privilege of the mutuals was extended automatically to stockholder- 
owned savings and loan associations. So long as retained earnings were kept 
as reserves, they were not taxed. Stockholders benefited from the leverage 
on what in effect was Government-supplied capital. 

The book value of the eight associations owned by Financial Federation, Inc., 
for instance, jumped from $1,169,575 in 1950 to $12,013.944 at the end of last 
February. In the 5 most recent years, 1954 to 1958, the eight associations 
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earned $8,684,747 before Federal income taxes. They paid $374,229 in such 
taxes. 

Recently, commercial banks have attempted to force congressional recon- 
sideration of the tax status of the mutuals. With their position threatened, 
the mutual savings and loan associations have responded by stepping up their 
efforts to halt the expansion of savings and loan holding companies. 


The Cuarrman. At the request of Senator Bartlett of Alaska, we 
shall also consider 8. 2517, a bill to amend section 7 of the Federal 
Home Loan Bank Act, as amended. The effect of this bill is to per- 
mit the Home Loan Bank Board to increase the number of elective 
directors of a Federal home loan bank in a district which includes 
five or more States, from 11 to 13, and to increase the number of 
appointive directors in such a district to one-half of the number of 
elective directors. The bill would affect the Home Loan Bank of 
San Francisco and would make it possible to elect directors of the San 
Francisco bank from Alaska and Hawaii, without reducing the num- 
ber elected from California. It would also make it possible to pre- 
serve the proper proportion between elected and appointed directors 
in this bank. 

I wish to insert in the record at this point the bill and a letter which 
IT have received from Senator Bartlett. 

(The documents referred to follow :) 


{S. 2517, 86th Cong., 1st sess.] 
A BILL To amend section 7 of the Federal Home Loan Bank Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (a) of section 7 of the Fed- 
eral Home Loan Bank Act, as amended, is hereby amended by striking out the 
language in the first sentence after the first colon and inserting in lieu of the 
matter so stricken the following: ““Provided, That the Board may by regulation 
increase the number of elective directors of any Federal home loan bank having 
a district which includes five or more States to a number not exceeding thirteen, 
but any additional elective directors shall be apportioned as nearly as may be 
practicable in the same manner and order as is provided for the apportionment 
of elective directors under subsections (c) and (d) hereof: Provided further, 
That there shall not be less than one nor more than three elective directors from 
any of the States in any district in which the number of elective directors is 
increased.” 

Sec. 2. Subsection (b) of said section 7 is hereby amended by adding thereto 
at the end thereof the following sentence: “In the case of any district in which 
the Board has by regulation increased the number of elective directors pursuant 
to subsection (a) the Board may by regulation provide for an additional number 
of directors to be appointed and to hold office as provided in the first sentence 
of this subsection, but the total number of appointive directors shall not exceed 
one-half the total number of elective directors in such district: Provided, That 
the term of the initial incumbent of any office established pursuant to this 
sentence shall expire at the end of the fourth calendar year beginning with the 
calendar year current at the time of his appointment, except that the Board may 
provide for any such initial incumbent a shorter term expiring at the end of a 
calendar year.” 


U.S. SENATE, 


August 17, 1959. 
Hon. A. WILLIS ROBERTSON, 


‘Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


DEAR CHAIRMAN ROBERTSON: This letter is to urge that your committee fav- 
orably report S. 2517, my bill to amend section 7 of the Federal Home Loan 
Bank Act to provide for an increase in the size of the board of directors of 
certain regional Federal home loan banks. 

For all practical purposes the bill is designed to permit the Federal Home 
Loan Bank Board to increase the size of the board of directors of the Federal 
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Home Loan Bank of San Francisco in order to permit Alaska and Hawaii to 
have elected representation on this Board. 

The Federal Home Loan Bank Act now requires that every State have at 
least one elected representative on the board of directors of the regional 
bank. With the admission of Alaska to the Union, and now with the admission 
of Hawaii also, it is necessary to increase the size of the San Francisco bank’s 
board. There are 11 States in this bank district, as follows: California, 
Washington, Oregon, Utah, Wyoming, Nevada, Idaho, Montana, Arizona, Alaska, 
and Hawaii. I am informed that in each of these States the savings and loan 
business as a group enthusiastically favors S. 2517. In addition, it is my under- 
standing that the Federal Home Loan Bank Board here in Washington does 
not object to this bill. The U.S. Savings & Loan League also favors this bill 
and I feel reasonably sure that the Senators from the above-mentioned States 
also favor S. 2517. 

The purpose of filing this statement is to express to the committee my belief 
that it is very important that this measure be enacted in this session of Con- 
gress. At the present time there is a conflict of law in that the State of Alaska 
does not have an elected director on the board of the San Francisco bank as is 
required by law. This measure would permit an orderly procedure whereby 
there would be a minimum of interruption in the legal procedure of complying 
with the law and would further promote harmony among the various affected 
States. At the present time California has three elected directors and while 
it would theoretically be possible at a much later date to comply with the strict 
intent of the law, as a practical matter it is impossible. California holds over 50 
percent of the assets-of the San Francisco bank district and if they were not 
permitted more than one director the election would not be a democratic one, 
but would be carried out by mandate and statutory necessity. 

I might add that the Federal Home Loan Bank Board here in Washington 
would also have the right to appoint additional public interest directors to 
maintain the balanee between elected directors and public interest directors. In 
this case they would appoint one or two public interest directors in order that 
the ratio would be maintained at 2 to 1. 

For these reasons I. strongly and respectfully request that your committee 
favorably report S. 2517. 

With highest regards, I am, 

Sincerely yours, - 
KE. L. BARTLETT. 

The Cuarran. I also wish to call the attention of every witness to 
the fact that we have an unusually large number of witnesses to hear 
on this legislation: We are apparently in the closing days of the 
session, and the housing bill is pending in the Senate, which convenes 
this morning at 11 o’clock. However, we were given permission to 
continue, notwithstanding the fact that the Senate was in session. 
But we can only continue until 12 o’clock, and the same will be true 
tomorrow. ’ 

This means, with all due deference to those who endorse the prin- 
ciple of filibuster, we cannot have one on this bill. The chairman, of 
necessity, will have to-ask the 13 witnesses who are appearing in op- 
position to the bill to be a little brief, as they will merely be repeating 
what they have been telling us for the last 4 or 5 years on the same 
subject. We are glad to hear them. We believe in the American 
principle of letting every man who feels he is affected by legislation 
have the opportunity to appear, to testify, and to protest. But the 
Chair has indicated why we cannot permit the protest to be strung 
out until after recess of the Congress. 

The committee will now hear from Mr. Hallahan, a member of the 
Home Loan Bank Board, accompanied by Mr. Dixon, another mem- 
ber of the Board. Mr. Hallahan, I notice that you are starting off 
with a long statement. With all due deference, this rule is going to 
apply to you-as well as.to those who are against this bill. 
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So you can put your statement in the record, but I will have to ask 
you to summarize it. 


STATEMENTS OF WILLIAM J. HALLAHAN, MEMBER, AND IRA A. 
DIXON, MEMBER, FEDERAL HOME LOAN BANK BOARD 


Mr. Hatnanay. I will be glad to do that, Mr. Chairman, and in 
line with your request for brevity in these hearings, I might say that 
as far as the Board is concerned with respect to S. 2517 concerning 
directorships in our San Francisco Federal Home Loan Bank, the 
Board has no objection to that. bill. 

Briefly, the first part of the statement which we are presenting 
reviews the rapid development. of holding companies in the savings 
and loan field since the last time this committee gave consideration to 
the subject. There have been a great number of holding companies, 
most of which were formed and have had their stock distributed in 
the current year, 1959. The Board favors the passage of this legisla- 
tion, and our statement contains some amendments which we have 
suggested. 

In summarizing the bill which is before the committee, it attempts 
to treat this problem basically in two ways. 

First, it would provide a basis for the rejection of insurance of an 
applicant which was owned or controlled by a holding company 
which already held one insured savings and Joan association. In case 
the applicant was insured, the bill would provide that the Board 
could require the holding company to divest itself of control over the 
applicant or the applicant’s insured status would be terminated as the 
case may be. 

It would also make it unlawful for holding companies to acquire 
in the future more than one insured savings and loan association ; 
and if any holding company did so acquire more than one savings 
and loan association in the future, the bill would require the hold- 
ing company to divest itself of that savings and loan association. 

There are no penal provisions in the bill. The bill is prospective 
in its application, as the chairman mentioned in his opening state- 
ment, and is not retroactive. There are provisions in the bill which 
would permit stock acquired by pledge or hypothecation or liquida- 
tion of loan to be held for 1 year before divestment would be required. 

There is likewise a provision in the bill which would permit stock 
which was acquired as security for a loan contracted before the ac- 
quisition of control by a savings and loan company to be held for 2 
years before divestment would be required. 

The bill also contains some provisions which would prevent what 
we call upstream or cross stream lending between the holding 
company and its subsidiaries. 

In a great many respects, as the chairman of the committee well 
knows, the bill is patterned after the bank holding company bill 
which this committee considered. 

The Cuarran. In other words, your Board favors a tighter bill? 

Mr. Havtanan. Generally, ves. 

The Cramman. The chairman has already indicated that the Con- 
gress is coming to the end of this session and the Senate has already 
acted on three controversial matters: An appropriation bill dealing 
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with foreign aid, a so-called mutual security bill; and a labor bill. 
And there is a possibility of action on a civil rights bill. 

The opportunity, therefore, of passing any additional bills in the 
Senate is not too good. The opportunity of a bill passed in the last 
few days in the Senate which has to go back to the House for con- 
currence in Senate amendments would be still less good. 

Under those circumstances, which would your Board prefer: That 
this committee take time to consider your recommendations for amend- 
ment, and run the hazard of not being able to get a quorum present 
for some time to consider them; and then, if they are passed by the 
Senate, go back to the House for concurrence; or pass the bill as 
we have it and let you recommend on another occasion the changes 
you are recommending now ¢ 

Mr. Hatnanan. Mr. Chairman, I think there is no question but that 
the Board, in view of the legislative situation you have outlined, 
would heartily recommend the passage of this bill as is, and defer 
toa later date the consideration of specific amendments. 

The Cuarrman. The Chair recognizes the Senator from Indiana. 

Senator Cargnart. What is so important about this bill that it 
has to be passed in the next couple of weeks? We can amend the bill, 
and it could be taken up early in January. This is not the end of 
this Congress. Any legislation that is unfinished this year automat- 
ically comes up on January 1. 

Is this legislation so badly needed that if good amendments could 
be offered and accepted that we ought not to permit it? 

Tamasking. I do not know. 

Mr. Han.anan. Senator, when this bill was under consideration 
a couple of years ago—you will recall this bill had passed the House 
unanimously and a somewhat similar bill had been passed by the Sen- 
ate, but in a different measure; and although the bills were passed in 
both Houses, they were not contained in the same bill. 

At that time there were, I believe, only two holding companies in 
the savings and loan field. With the threat of legislation i in this field, 
there has been a very marked and rapid dev elopment of holding com- 
panies in the savings and loan field, and I think if the committee de- 
ferred its action on this particular subject until the next session, there 
probably would be dissipation of the reasons for the passage of the bill 
altogether. 

Senator Carenartr. You have proposed amendments Nos. 1 to 8. 
Are you now saying that these are not very important ? 

Mr. Harnanan. We think that they would perfect. the bill, Senator. 
As against deferring consideration of this bill until the next session 
of Congress, in or der to consider these amendments, we would much 
prefer that the bill that passed the House be likewise acted upon by 
the Senate. 

Senator Carenarr. Will you be proposing these amendments to be 
acted upon next year? 

Mr. Hattanan. Whenever the committee or the Congress felt they 
wanted to consider them, yes. 

Senator Carrnarr. Then your recommendation is that we pass the 
House bill as written, without any amendments at all? 

Mr. HaLnanan. Yes, sir. 
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Senator Capenart. So the Senate can act upon the House bill and 
it will go directly to the President ? 

Mr. Hattanan. Yes, sir. 

Senator SparkMAN. Is that H.R. 7244? 

Mr. Hatianan. Yes, sir. 

Senator SparKMAN. Is 8S. 2517 a companion bill? 

Mr. Hatvanan. No, it deals with a little different subject. 

Senator SparKMAN. I just picked up the two bills together, and 
I was wondering. 

Senator CarrHart. Maybe the best way to proceed now, since the 
Board has recommended the bill exactly as written and we are limited 
for time, is to hear those in opposition to the bill and then hear you 
later. 

Mr. Hatianan. Whatever is the wish of the committee. 

(Mr. Hallahan’s prepared statement follows :) 


STATEMENT OF WILLIAM J. HALLAHAN, MEMBER, FEDERAL HoME LOAN BANK 
BoarD 


Mr. Chairman and members of the committee, the Federal Home Loan Bank 
Board appreciates the invitation by the committee to testify on H.R. 7244, which 
as its title indicates is a bill to promote and preserve local management of 
savings and loan associations by protecting them against encroachment by hold- 
ing companies. In the absence of Mr. Albert J. Robertson, our chairman, I am 
appearing with Mr. Ira Dixon, the other member of the Board, who is well 
known to the committee. 

This committee is thoroughly familiar with the holding company device in the 
financial field, having considered, in the 84th and prior Congresses, legislation 
which resulted in the enactment of the Bank Holding Company Act of 1956. 

In the last Congress the committee included in the proposed Financial Insti- 
tutions Act of 1957, S. 1451, provisions relating to savings and loan holding 
companies which were similar to although not identical with those of the present 
bill. §S. 1451, as you will recall, was unanimously reported by the committee and 
was passed by the Senate on March 21, 1957. 

On the same day the House also passed a savings and loan holding-company 
measure, H.R. 4135 of that Congress, which contained the same provisions as the 
bill now before you. However, although both the Senate and the House had 
thus agreed as to the need for such legislation, no provisions on the subject of 
savings and loan holding companies became law in that Congress because of the 
fact that the identical text was not contained in a single bill approved by both 
Houses. 

The Federal Home Loan Bank Board favors the enactment of the present bill, 
H.R. 7244, with some amendments which will be discussed. 

At the time of our testimony before the committee 2 years ago on the savings 
and loan holding-company provisions in the proposed financial institutions bill 
we had definite information as to only two holding companies then operating in 
the savings and loan field. These were the Great Western Financial Corp., a 
Delaware corporation controlling four associations in California, and the First 
Security Corp. of Utah, controlling one association located in Utah and one in 
Idaho. 

Since that time the Great Western Financial Corp. has acquired control of at 

least two more associations, likewise in California, and we have received infor- 
mation of the following holding companies which control, or have definite plans 
to acquire control of, more than one savings and loan association : 
_ ‘First Charter Financial Corp., a California corporation originally organized 
in 1955 as a closely held real estate development corporation, which became 
a savings and loan holding company in 1957 and owns all or almost all of the 
stock of four California savings and loan associations, has a wholly owned 
subsidiary which owns all of the stock of a fifth California association, and has 
another ‘subsidiary which owns a majority of the stock of a sixth association, 
also in California, as well as various other subsidiaries operating as insurance 
agencies and trustee companies and in other activity ; 
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San Diego Imperial Corp., a California corporation organized in November 
1956, which according to our latest information had acquired all or almost all 
of the capital stock of five savings and loan associations—three in California, 
one in Colorado, and one in Texas—and more than 10 percent of the capital stock 
of a sixth association, located in California, had also acquired control of one 
investment company and one insurance agency, and had definite plans to acquire 
two more associations in Texas; 

Financial Federation, Inc., a Delaware corporation organized in March 1959, 
which has acquired control of seven associations, all located in California, and 
one insurance agency ; and 

Trans-Coast Investment Corp., which has acquired or proposes to acquire three 
associations in California, but as to which we have very little additional infor- 
mation. 

Besides these six companies, the control of two other savings and loan 
associations in California has, according to our information, been acquired by 
an insurance company and a finance company. 

In addition to these companies which have acquired or have definite plans 
to acquire control of two or more associations, we may also mention the 
following: 

California Financial Corp., a Delaware corporation organized in December 
1958, which according to our latest information has acquired control of one 
savings and loan association in California, has actually entered into nego- 
tiations with the principal stockholder of another association, and has been 
investigating the possibility of acquiring still others; 

Lytton Financial Corp., a Delaware corporation organized in January 1959, 
which has acquired control of one savings and loan association in California 
and has stated that it may, if legally permissible, acquire other associations ; 

Empire Financial Corp., another Delaware corporation organized in March 
1959, which has acquired control of one savings and loan association in eali- 
fornia and one insurance agency and has been investigating the possibility of 
acquiring stock of other associations, stating that it expects to continue such 
investigations and to acquire stock of one or more associations if it can agree 
with the sellers on prices satisfactory to it and make provision for financing the 
purchase on a basis which it believes will be in the best interests of the com- 
pany; and 

Wesco Financial Corp., still another Delaware corporation organized in 
March 1959, which has acquired one association in California and has stated 
that it may acquire others in the future, though stating at the same time that 
it had no such plans then under consideration. 

We also have information of three more savings and loan holding companies, 
or proposed holding companies, as to which we have the name or proposed 
name of the company or the name of the association, or both, but little if any 
further information, and we have received information that a holding company 
which controls several life insurance companies has taken over the acquisition 
of the majority of the stock of a bank and almost all of the stock of a savings 
and loan association in the State of Ohio. 

Thus there are, according to the latest information that we have, at least 
a dozen holding companies in existence or definitely projected, which control, 
or if plans are completed will control, some 40 associations located in at 
least 6 States. We understand that there are also a number of savings and 
loan associations that are controlled by closely-held holding companies as to 
which we have little information of any definite nature. 

The Board does not now take the position that any savings and loan holding 
company presently has a monopoly in the area in which it operates, although 
there has been, as we have noted, a marked growth and development of such 
companies in the 2 years since we testified before this committee on the savings 
and loan holding-company provisions of the proposed financial institutions bill 
in the last Congress. Likewise, in the early days of bank holding companies 
the position could not have been taken that holding companies had monop- 
olies in the areas in which they operated, but as they grew in assets and holdings 
the Congress recognized the potential dangers and the need for regulations. 
The same development could take place in the savings and loan field in those 
areas in which nonmutual associations are permitted to operate or may in 
the future be permitted to operate. As in the case of bank holding companies, 
the difficulties, both jurisdictional and practical, which would hinder the in- 
dividual States in undertaking to regulate these operations, frequently con- 
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ducted across State lines or by companies incorporated in other States, would 
appear to call for legislation at the Federal level. 

The legislative treatment of bank holding companies was, as the committee 
knows, complicated by the fact that in the banking field holding companies were 
already well established and had extensive variations and ramifications in 
their methods of operation. We strongly urge that in the savings and loan 
field there be prompt enactment of holding-company legislation, so that the 
complicated treatment which was necessary in the banking field may be avoided. 

Basically and historically, savings and loan associations are local insti- 
tutions designed to serve two primary ends, the encouragement of thrift and the 
promotion of home ownership. Their investments are chiefly in residential 
mortgages, principally in single-family homes, and the bulk of their mortgage 
loans are generally made within a 50-mile radius of their home offices. This 
requires management not only skilled and experienced in the savings and loan 
field but especially well versed in local real estate conditions und trends. 

One of the principal arguments advanced for bank holding companies was 
that they were a source of capital for their subsidiary banks and that manage- 
ment, investment, and technical services could be provided for the subsidiary 
banks which would result in sounder and more efficient operations. This argu- 
ment might be valid in the banking field, but it does not necessarily apply to 
the savings and loan industry. Our experience has shown that a savings and 
loan holding company supplies little if any capital to the association, but on 
the other hand is attracted to the acquisition of associations because of their 
existing capital structure. 

The basic objective of the present bill, H.R. 7244, is to deal with the holding- 
company problem in the savings and loan field by preventing the occurrence 
of situations in which a holding company gains control of two or more sav- 
ings and loan associations whose accounts are insured by the Federal Savings 
and Loan Insurance Corporation. To this end, the bill would add to title IV 
of the National Housing Act a new section, to be numbered section 408. 

Subsection (a) of this new section would define the term “company” and 
would state the conditions under which a company would be considered as 
having control of another institution or organization for the purposes of the 
section. 

For such purposes, a company would be considered as having such control 
if the company owns, controls, or holds with power to vote more than 10 percent 
of the stock of such institution or organization, or if the Federal Home Loan 
Bank Board determines, after reasonable notice and opportunity for hearing, 
that such company directly or indirectly exercises a controlling influence over 
the management and policies of such institution or organization. 

This definition of control is similar to that which was adopted in section 2 
of the Public Utility Holding Company Act of 1935. If the alleged control 
arose by any other means than such relationship to the prescribed percentage 
of stock, it could be established only by a determination of the Federal Home 
Loan Bank Board, and such a determination could be made only after reason- 
able notice and opportunity for hearing. 

It may be noted that the Bank Holding Company Act of 1956 defines a bank 
holding company as meaning any company which directly or indirectly owns, 
controls, or holds with power to vote 25 percent or more of the voting shares 
of each of two or more banks or of a company which is or becomes a bank 
holding company by virtue of that act, or which controls “in any manner” 
the election of a majority of the directors of each of two or more banks, or 
for the benefit of whose shareholders or members 25 percent or more of the 
voting Shares of each of two or more banks or a bank holding company is 
held by trustees. Where control is alleged to arise by other means than 
ownership, holding, or control with power to vote of a prescribed percentage of 
stock we believe it is fairer to provide, as in H.R. 7244, that such control shall 
be considered to exist only upon a specific determination made after notice 
and opportunity for hearing. 

The definition of “company” in H.R. 7244 expressly excludes “the Federal 
Savings and Loan Insurance Corporataion, any partnership, or any company 
the majority of the shares of which is owned by the United States or by any 
State-’ We are apprehensive that the exclusion of partnerships might pro- 
vide a leophole by which the objectives of the legislation might be defeated. 
We submit herewith as amendment A a form of amendment to include part- 
nerships, and we recommend its adoption. 
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Also, there have been in the past, and may be in the future, Government 
eorporations having capital stock not divided into shares, and we therefore 
recommend the adoption of amendment B submitted herewith, which would 
ehange the word “shares” to “capital stock.” Amendment B would, in addi- 
tion, except from the definition of the term “company” any company which is 
controlled by the United States or by any officer or oflicers thereof. This 
latter exception is recommended because there are now, and may be in the 
future, agencies of the United States which are so controlled but have no 
capital stock. 

Tie Board also believes that the express exclusion of the Federal Savings 
and Loan Insurance Corporation should be broadened to cover the Federal 
home loan banks as well, and for this purpose it recommends the adoption 
of amendment C submitted herewith. 

Subsection (b) would provide that the Federal Savings and Loan Insurance 
Corporation shall reject any insurance application made on or after the effective 
date of the section if the Corporation finds that the applicant is controlled by 
any company which also controls any insured institution or any other appli- 
cant. It would further provide that if any application is approved on or after 
such date and the Board subsequently determines, after reasonable notice and 
opportunity for hearing, that at the time of approval the institution was con- 
trolled by a company which also controlled another insured institution—or an- 
other applicant, if the application of such other applicant was approved—the 
Board shall either terminate the insured status of such institution or require 
such company, as set forth therein, to dispose of so much of the stock of such 
institution, or take such other action, or both, as may be necessary to divest 
itself of its control of such institution. 

The next subsection, subsection (c), would make it unlawful for any company 
to acquire the control of more than one institution the accounts of which are 
insured by the Federal Savings and Loan Insurance Corporation, or to acquire 
the control of such an insured institution when it holds the control of any other 
institution so insured. 

With respect to this subsection, the Board recommends two amendments to 
strengthen the bill. First, we recommend that the subsection be amended so as 
to require the prior approval of the Board for the acquisition of control of one 
insured institution by a company, and we submit herewith amendment D for 
that purpose. Second, we recommend an amendment to prohibit any company 
from continuing to hold control of any insured savings and loan association if it 
subsequently acquires control of a savings and loan association which is not 
insured. For this latter purpose we submit amendment E attached hereto. 

Subsection (d) would provide that any company may, without regard to sub- 
section (c), acquire stock pursuant to a pledge or hypothecation to secure a 
loan or in connection with the liquidation of a loan, but would make it unlawful 
for any such company to retain for more than 1 year any control the acquisition 
of which would, except for this subsection, have been unlawful under subsection 
(¢e). 

The provisions for divestment of control are embodied in subsection (e). In 
brief, that subsection would provide that if, in the opinion of the Board, any 
company holds control of an institution and such control was acquired in viola- 
tion of subsection (c) or retain in violation of subsection (d), the Board shall 
give notice to it that if it does not divest itself of such control within 30 days 
an action for that purpose will be brought. Notice to the institution would 
consitute notice to the company for this purpose. 

It is further provided that if the company does not dispose of so much of the 
institution’s stock, or take such other action, or both, as may be necessary to 
divest itself of such control within 30 days after receipt of the notice, the 

Soard shall, without regard to any statute of limitation, institute in the U.S. 
district court for the district in which the institution’s principal office is 
located an action to require divestiture of control. These provisions of sub- 
section (e) would also be applicable to divestment proceedings brought under 
subsection (b). 

The Board feels that some technical and strengthening amendments are 
needed in connection with these divestiture provisions, and recommends for that 
purpose the adoption of amendment F submitted herewith. The principal object 
of this amendment would be to eliminate the possibility of loopholes through 
which the objects of the bill might be defeated. 

To this end, the amendment would broaden the provision that divestment 
actions be brought in the U.S. district court for the district in which the principal 
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office of the insured institution involved is located. In some instances, as in 
the case of certain of the Territories and possessions, such principal office might 
not be located within the judicial district of any U.S. district court, and in such 
instances the amendment would permit the action to be instituted in the U.S. 
District Court for the District of Columbia. The amendment would likewise 
authorize the issuance of orders against the controlled institution, as well as 
against the controlling company, thus permitting relief in cases where juris- 
diction could not be obtained against the controlling company or where relief 
against such company would not adequately cover the situation. 

Further, the amendment would permit the treatment of unincorporated com- 
panies as legal entities for the purpose of such actions and would provide that 
all expenses of the Board under the section, rather than merely those under the 
divestment provisions, shall be considered as nonadministrative. 

Finally, amendment F includes a provision which would make the divestiture 
provisions applicable not only to cases where there has been an unlawful acqui- 
sition or retention of control but also to cases where a company, whether or not 
by reason of violation of any provision of the bill, holds (except by reason of 
holdings outstanding on the effective date of the section) the control of more 
than one insured institution. We believe that such a provision should be in- 
cluded because of the possibility that control by a company of more than one 
insured institution might arise by operation of law or in other ways not involving 
unlawful action. 

In this connection we call attention to the fact that a divestiture proceeding 
under the bill merely requires the company to divest itself of so much of the 
stock of the controlled institution, or take such other action, or both, as may be 
necessary to divest itself of control. It is strictly a remedial proceeding, and in 
no aspect a penal one. 

Subsection (f), the last subsection, would make it unlawful, on or after the date 
of enactment of the section, for any insured institution which is controlled by a 
company (1) to invest in the stock, bonds, debentures, or other obligations of 
that company or of any other organization controlled by it; (2) to accept such 
stock or obligations as collateral for advances to such company or organization or 
to any other person, with an exception permitting acceptance, and holding for 
not over 2 years, of such stock or obligations as security for debts contracted 
prior to the acquisition of control; (3) to purchase securities or other assets 
or obligations under repurchase agreement from such company or organization ; 
or (4) to make any loan, discount, or extension of credit to such company or 
organization. The subsection provides that, except as otherwise provided by 
regulation by the Board, a non-interest-bearing deposit with a bank to the credit 
of an insured institution shall not be deemed to be a loan, discount, or extension 
of credit for these purposes. 

This subsection, which is closely parallel to provisions contained in the Bank 
Holding Company Act of 1956, is intended in general to prohibit the use of 
savings and loan associations by holding companies in “upstream” and ‘“cross- 
stream” financing by which the holding company utilizes the resources of a sub- 
sidiary to finance its own operations or those of another of its subsidiaries. 

In addition to the foregoing amendments, the experience of the 2 years since 
our testimony on the proposed financial institutions bill leads us to the belief that 
some further administrative provisions are needed. 

First, we have found that there may be holding companies in existence or 
projected of which we have no knowledge and no means of obtaining informa- 
tion. We believe that this fact calls for the inclusion in the present bill, as in 
the Bank Holding Company Act of 1956, of a provision requiring the registration 
of holding companies. We submit herewith in amendment G a provision for 
this purpose, similar in general approach to the corresponding provision of that 
act, and we recommend its adoption. 

Second, we believe the bill should include a provision authorizing the Board 
to require reports and information from savings and loan holding companies or 
persons connected therewith, and amendment G contains a provision for this 
purpose. The Bank Holding Company Act of 1956 not only authorizes the Board 
of Governors of the Federal Reserve System to require reports but also au- 
thorizes it to examine bank holding companies and their subsidiaries. We feel 
that if amendment G is adopted it will not be necessary to include in the present 
bill a provision for examinations. 

Also, we believe it would be advisable to include a provision authorizing the 
Board to require the filing of appointments of agents for service of process in 
actions brought under the section, and such a provision is included in amend- 


on 
cc 
Ww 
tir 
p 
SU 
pr 


th 
pa 


A? 


gu 
in: 
or 


At 


lal 
Ar 


th 


pr 
Ali 


tio 
ow 
on 
of 

to 

ins 
tio 
car 


fol 


pai 
ref 
sul 
giv 
res 
an 
tio 


SAVINGS AND LOAN HOLDING COMPANIES 23 


ment G. A provision of this kind would be particularly helpful in the case of 
holding companies incorporated under the laws of foreign countries and those 
organized as unincorporated enterprises, such as business trusts and associations. 
Even if the company involved was a corporation organized under the laws of a 
State of the United States it would not follow that the statutes and practice of 
the State of incorporation would necessarily be such that an office or agent for 
for the service of process would always be available or would always be ascer- 
tainable from the corporation records or other records of that State. 

Finally, we may mention that the savings and loan holding company pro- 
visions contained in 8. 1451 included a subsection imposing criminal penalties 
on companies violating those provisions. If the present bill is amended in ac- 
cordance with the recommendations which we have made today, we believe that, 
while criminal penalties would be needed, they might well be confined to viola- 
tions relating to the provisions regarding registration, the furnishing of re- 
ports and information, and the appointment of agents for service of process. We 
submit herewith as amendment H a form of amendment to add to the bill a 
provision along this line, and recommend its adoption. 

This completes our prepared statement, and we shall be glad to undertake to 
answer any questions which the committee may wish to ask. 

Informal advice has been received from the Bureau of the Budget that there 
is no objection to the submission of this testimony. 


PROPOSED AMENDMENTS TO H.R. 7244, 86TH CONGRESS 


Amendment A 


At page 1, line 8, after the comma following the word “corporation,” insert 
the language “partnership,” and at page 1, line 10, strike the language “any 
partnership” and the commas preceding and following said language. 


Amendment B 


At page 2, line 1, strike the word “shares” and in lieu thereof insert the lan- 
guage “capital stock,” and at page 2, line 2, immediately after the word “State,” 
insert the language “or which is controlled by the United States or by any officer 
or officers of the United States.” 


Amendment C 


At page 1, line 10, immediately after the word “Corporation,” insert the 
language “or any Federal Home Loan Bank.” 


Amendment D 


At page 4, (1) strike the word “or” in line 2; (2) at the end of line 4 strike 
the period and insert ”; or”; and (8) after line 4 insert the following: 

“(3) to acquire the control of any insured institution without the prior ap- 
proval of the Federal Home Loan Bank Board.” 


Amendment EF 


At page 4, line 5, after the language “‘(d),” insert the following: 

“It shall be unlawful for any company to retain control of any insured institu- 
tion (other than control arising solely by reason of stock in such institution 
owned, controlled, or held with power to vote by such company continuously 
on and since the effective date of this section and not exceeding the percentage 
of the total stock of such institution so owned, controlled, or held with power 
to.vote by such company on said date) while it has control of any uninsured 
institution. As used in the sentence next preceding, the term ‘uninsured institu- 
tion’ means a building and loan, savings and loan, or homestead association or 
cooperative bank which is not an insured institution.” 


Amendment F 


At pages 4 and 5, strike all of subsection (e), and in lieu thereof insert the 
following: 

“(e) If, in the opinion of the Federal Home Loan Bank Board, any com- 
pany holds control of an insured institution (hereinafter in this subsection 
referred to as the institution) and such control was acquired in violation of 
subsection (c) or retained in violation of subsection (d), said Board shall 
give, and if, in the opinion of said Board, any company, whether or not by 
reason of any violation of any provision of this section, holds (1) control of 
any insured institution (hereinafter in this section referred to as the institu- 
tion), other than control arising solely by reason of stock of the institution 
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owned, controlled, or held with power to vote by such company continuously 
on and since the effective date of this section and not exceeding the percentage 
of the total stock of the institution so owned, controlled, or held with power 
to vote by such company on said date, and (2) control of another insured 
institution, said Board may give, such company notice that if it does not divest 
itself of such control of the institution within thirty days an action will be 
brought to force the divestiture thereof. Notice given to the institution shall 
constitute notice to such company for the purposes of this subsection, and 
for said purposes the receipt of such notice by the institution shall be deemed 
to be receipt thereof by such company. If such company dves not dispose of 
so much of the stock of the institution, or take such other action, or both, as 
may be necessary to divest itself of such control within thirty days after the 
receipt of such notice, said Board shall, without regard to any statute of limi- 
tation, institute in the United States district court for the judicial district in 
which the principal office of the institution is located, or in the United States 
District Court for the District of Columbia if such office is not located in any 
judicial district, and prosecute to final satisfaction, an action to require di- 
vestiture of such control. Process in any such action may run to and be served 
in any judicial district or any place subject to the jurisdiction of the United 
States. In any such action the institution may be made a party defendant and 
in such case the relief granted may, whether or not jurisdiction is obtained 
over such company, include such orders to the institution directing sale or 
other disposition of stock in the institution owned, held, or controlled by such 
company, and disposition of the proceeds thereof, or providing such other re- 
lief, as may be prayed by the Board or granted by the court on its own pro- 
motion. In any such action any company which is not a corporation may be 
sued in its common name and as a legal entity. Said courts shall have juris- 
diction of all actions brought under this subsection and, in view of the fact 
that the questions involved are of general public importance, shall hear and 
determine such actions with all reasonable promptness. Any such action shall 
be brought by the Federal Home Loan Bank Board in its own name and may, 
in the discretion of said Board, be prosecuted through its own attorneys. As 
used in this section, the term ‘judicial district’ shall have the meaning ascribed 
to it by section 451 of title 28 of the United States Code. All expenses of said 
Board under this section shall be considered as nonadministrative expenses." 


Amendment G 


At page 4, line 5, strike the language “(d)” and in lieu thereof insert the 
language “(4)”, and at page 4, immediately after line 4, insert the following: 

“(d)(1) Within one hundred and eighty days after the enactment of this 
section, or withia one hundred and eighty days after becoming a company 
which has control of an insured institution, whichever is later, each company 
which has control of an insured institution shall register with the Federal Home 
Loan Bank Board on forms prescribed by the Board, which shall include such 
information, under oath or otherwise, with respect to its financial condition, its 
operations, its management, and the relationships of such company and its sub- 
sidiaries (as defined by said Board for the purposes of this subsection) and 
affiliates (as so defined), and related matters, as said Board may deem neces- 
sary or appropriate to carry out the purposes of this section. If, under the 
provisions of subsection (a), a company is to be considered for the purposes of 
this section as having control of an insured institution only by reason of a de 
termination by said Board pursuant to said subsection, such company shall 
for the purposes of this paragraph and paragraph (2) be considered as becom- 
ing a company which has control of such insured institution upon the date 
on which such determination is made. Said Board may at any time release a 
registered company from any registration theretofore made by such company, 
upon a determination by said Board that such company no longer has control 
of any insured institution. Said Board may, in its discretion, extend at any 
time, or from time to time, the time within which a company shall register. 
‘ “(2) The Federal Home Loan Bank Board may from time to time require 
the re-registration of any company or companies and require, under oath or other- 
wise, such periodic or other reports and information from any registered com- 
pany or registered companies, or from any individual, company, or organization 
with respect’ to a registered company or registered companies, as said Board 
may deem necessary or appropriate to carry out the purpose of this section. 

“(3) The Federal Home Loan Bank Board shall have power by regulation or 
otherwise to require any registered company which is a corporation, or any per- 
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son or persons connected with a registered company which is not a corporation, 
to execute and to file, at such time or times and at such place or places, such 
appointments of agents for service of process in actions under this section (other 
than actions under subsection (g)) as said Board may deem necessary or ap- 
propriate to carry out the purposes of this section. Any such appointment 
shall, to such extent as the Board may by regulation or otherwise prov.de, be 
irrevocable.” 

Amendment H 

At ‘page 6, after line 18, insert the following new subsection: 

“(g) Any company which violates any provision of paragraph (1), (2), or 
(3) of subsection (d) or of any regulation, requirement, or order thereunder 
shall upon conviction be fined not more than $1,000 for each day during which 
the violation continues. Any individual who violates or who participates in 
any Violation of any provision of paragraph (1), (2), or (8) of subsection (d) 
or of any regulation, requirement, or order thereunder shall upon conviction be 
fmed not more than $10,000 or imprisoned not more than one year, or both.” 

Senator Capenartr. How many are in opposition to this bill? Why 
do you not come up front. here ¢ 

Senator SparKMAN. Let us take them in order. 

Senator Carpenart. Let them come up so we can see the color of 
their eyes. 

Senator Sparkman. I think the best thing to do is this: We have 
them lined up in order and it will pretty well take up the morning. 
Aiter all, the Senate meets at 11. I think that we could make better 
time by following our schedule. 

Mr. Jones. I represent the California Savings & Loan League. 
Weare in favor of the bill with our proposed amendments. 

The Cuarrman. Let us hear from Mr. Morrison. 

Senator Carrnart. What I was trying to find out is this: The 
House passed this, and the Federal Home Loan Bank Board just tes- 
tified that they are for it, and would like to have eight amendments, 
but they are willing to give up the amendments—— 

Mr. Jones. We are opposed to the Bank Board amendments. We 
are im favor of amendments which are supported by the California 
Savings & Loan Langue, the U.S. Savings & Loan League, and the 
National League of Insured Savings Associations. There are only 
four amendments which we desire to get into the bill. 

Senator Sparkman. I notice Mr. Jones is the next witness after 
Mr. Morrison. 

Mr. Lyrron. I should like to state that Mr. Jones is speaking for 
a committee of the California Savings & Loan League but almost all 
of the other gentlemen I see standing are in opposition to Mr. Jones’ 
amendments. Ido not want it inferred that he speaks for those of us 
standing here in this regard. 

Senator Carenart. Our problem is we have eight witnesses in oppo- 
sition to this legislation, and we are limited for time; I have to be on 
the floor at 11 o’clock to handle the housing bill. 

Senator SparkMan. Let us take the witnesses in order. 

Mr. Morrison, let us hear from you. 

I understand that Mr. Morrison has a very brief statement. 


STATEMENT OF W. FRANKLIN MORRISON, NATIONAL LEAGUE OF 
INSURED SAVINGS ASSOCIATIONS 


Mr. Morrison. In view of what the chairman has said about con- 
serving time, we are going to submit our written statement. 
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I would like to make a brief statement, however, about S. 2517. 

We are for the enactment of S. 2517. In 1955, the act was amended. 
to allow California to have appropriate representation on the Federal 
Home Loan Bank of San Francisco since California held more than 
two-thirds of the savings and loan assets. 

With the addition of two new States, we believe this bill should be 
approved. 

Senator SparKMAN. Without amendments? 

The Cuarrman. He is talking about the Bartlett bill, S. 2517. 

Mr. Morrison. Yes. 

Senator SparKMAN. How about the other one? 

Mr. Morrison. In the interest of having it passed at this session, I 
say that we are in favor of it, as it stands. 

Senator SparRKMAN. You speak for the National League of Insured 
Savings Associations? 

Mr. Morrison. Yes. 

Senator SparkMAN. You head up one of our big local associations, 
do you not? 

Mr. Morrison. I am honored to represent the First Federal Savings 
& Loan Association of Washington. 

The Cuarrman. Any questions? 

If not, we thank you. 

Mr. Morrison. Thank you, sir. 

(Mr. Morrison’s prepared statement follows :) 


STATEMENT OF W. FRANKLIN MORRISON, NATIONAL LEAGUE OF INSURED SAVINGS 
ASSOCIATIONS 


My name is W. Franklin Morrison. I am executive vice president of the 
First Federal Savings & Loan Association here in Washington. I have been 
asked to express the views of the National League of Insured Savings Associa- 
tions, a nationwide trade organization, composed of insured savings and loan 
associations, operating under State and Federal charter. 

The league’s board of State governors, composed of members of both stock. 
and mutual associations, have unanimously approved this legislation. The 


problem as we see it has increased greatly rather than diminished since the 


issue was first raised in Congress in 1957. You have heard testimony with 
respect to the new companies, as well as several now in the process of formation. 

As this committee knows, in order for a holding company to acquire a savings 
and loan association, the association must be a stock type, rather than mutual. 
Only 13 States authorize the chartering of nonmutual associations, and for all 
practical purposes they are confined to 4 or 5 States. Moreover, it is our belief 
that the great majority of the local owners of these associations, particularly 
the older stock institutions, are not interested in selling to a holding company. 
Geographically, then, the problem is not as great as in the case of bank-holding 
companies. 

In other respects, the holding company as a corporate device has greater im- 
plications for our business than for banks. Our business is local. With insig- 
nificant exceptions we cannot make a home loan beyond 50 miles of our home 
office. Our transactions are not with impersonal corporate entities but with the 
average American—the man in the street. The motivating force behind our 
business is not quick profits. It is the satisfaction and pride of local people in 
furthering the highly desirable social and economic objective of providing 
shomes and encouraging savings. We are not objecting to holding companies 
per se. This corporate device serves highly desirable economic objectives in 
many business activities. We do say, however, that the formation of additional 
new holding companies is not compatible with the traditional method of opera- 
tion of the savings and loan business. Action is needed quickly. 

That concludes my remarks. On behalf of the national league, I want to ex- 
press our appreciation to Chairman Robertson and his committee for this op- 
portunity to be heard on this very vital issue. 
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The Cuatrman. The next witness is Mr. William Moseley Jones, 
California Savings & Loan League, Pasadena, Calif. 
We are glad to hear from you, Mr. Jones. 


STATEMENT OF WILLIAM MOSELEY JONES, CALIFORNIA SAVINGS 
& LOAN LEAGUE 


Mr. Jones. Thank you, sir. 

In accordance with the desires of the committee, I am not going to 
read my whole statement. I am going to endeavor to summarize it 
as briefly as possible. 

The Cuatrman. Without objection, your full statement will be 
printed in the record and we are glad you are going to summarize 
briefly the essence. 

You may proceed. Your full statement will go in the record. I 
assume you have a prepared statement 4 

Mr. Jones. Yes. 

The CuairmMan. Unfortunately, it seems to be a rather voluminous 
one and we do not have time for you to read it. It will all be in the 
record. You will please summarize it for us. 

Mr. Jones. Yes, sir. 

The California Savings & Loan League is composed of 165 State- 
chartered associations and 69 federally chartered associations which 
constitute 98 percent of all the savings and loan associations doing 
business in California, and represent total assets of over $8 billion. 

I am going to skip part of my prepared statement and leave out 
material which I am sure you gentlemen will read. I want to say that 
we in the California league have had a keen sense of frustration during 
the hearings on this bill, due to the fact that although we have only a 
few simple amendments we proposed, we have apparently been up 
against a closed rule, so far as the consideration of amendments is 
concerned, 

We feel these amendments are very important. They have the sup- 
ort not only of the California Savings & Loan League, but the U.S. 
Sxiens & Loan League, and the National League of Insured Savings 
& Loan Associations. 

We feel that serious consideration should be given to these amend- 
ments. 

Probably the reason they were not considered in the House was 
because a similar bill passed the House last session, and a similar 
bill passed the Senate. 

But at that time, gentlemen, this holding company issue was not 
the tremendous issue that it has become. The various leagues had not 
given this matter thought and study which they should have given 
to it. 

In other words, neither of these bills, during the last session, went 
through any process of refinement that a bill ordinarily goes through. 

As an example, this bill contains one very glaring defect, a drastic 
thing, and yet although we have called attention to it time and time 
again, no one pays any attention to it. 

Senator SparkMAN. What is that ? 
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Mr. Jones. Well, if you refer to the middle of my statement: 


As a simple and obvious error in the bill, permit me to direct your attention 
to section 408(f) (2), in which it is provided that if a company acquires control 
of an institution which holds a secured obligation of the company— 


when we say “company” we mean holding company— 


then the association must, within 2 years, surrender the security for the obliga- 
tion, whether or not it is paid. 

In cther words, this law requires a savings and loan association to 
surrender security for a loan within 2 years, even though, the loan 
is not paid. That is a ridiculous provision. We have called atten- 
tion to it time and again, and yet it stays in the bill. 

As a matter of fact, somebody just lifted several paragraphs out 
of the Bank Holding Company Act and put them in this bill and they 
have no application. This particular provision is simply ridiculous. 

The amendments we suggest are only four in number. They are 
sound and they are important. And in spite of the rush here in the 
last ays of this session, we do think these amendments should be 
considered. 

The Cuarrman. The Chair will interrupt by saying that the rush 
is not so great that the Chair would favor putting out an improper 
bill. We will be glad to hear the witness say what he thinks is the 
error in the bill, and to enumerate the amendments that he would 
include, and they will be considered. 

Will you please enumerate those amendments ? 

Mr. Jones. Yes. 

Amendment No. 1 has to do with corporate executors, administra- 
tors, or trustees of estates. We seek to exempt them from the pro- 
visions of the bill. 

The Senate provision in the Financial Institutions Act last year had 
this exception in it. It is not in the House version of the bill this year. 

We would like to have that put in. 

The second amendment concerns a phrase in the bill which is not 
relevant at all to stock ownership, or even to whether an association is a 
stock association. It provides that if the board finds, after hearing, 
that a company exercises “a controlling influence” over the manage- 
ment and policies of an association, then they may declare it to be a 
holding company. 

We feel this is a most novel and revolutionary test of control. Tra- 
ditionally, stock ownership determines control of companies. 

The bill does protect against indirect control of stock and stock 
companies, but this is something far and beyond indirect control of 
stock by means of proxies, voting trusts, et cetera. 

The bill without this provision would still cover that situation, but 
this provision about * ‘controlling influence” means something vague, in 
my mind, such as “undue influence,” in terminology concerning wills. 
I would assume that “controlling influence” means something of that 

nature. 

We agree that indirect control and voting rights should be cov- 
ered by this bill, but protect us against something so vague as “con- 
trolling influence” which legally might mean something as ridiculous 
as hypnotism or mesmerism or something of that kind. 

We think it is most dangerous for the Jaw to embark upon something 
so novel as “controlling influence” over the management of an associa- 
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tion outside of voting rights or stock control. We feel such a provision 
could be abused. It could be applied with discrimination differently 
against some than others. We feel it is of such novelty and so radical 
in its concept it has no place in this legislation. 

Senator Doucias. May I ask the witness a question. You say that 
the bill should not get into such questions as hypnotism and mes- 
merism ? 

Mr. Jonrs. Yes, sir. 

Senator Doueias. What about nepotism, going into “isms” ? 

Mr. Jones. I suppose we can find all kinds of “isms” to talk about, 
but this matter of “controlling influence” we do not find anywhere 
else in the law. It is so radical and unusual we would be afraid of it, 
that is all. We would like to eliminate that and make direct or in- 
direct control of stock the test of whether it is a holding company. 

Our third amendment has to do with stock hypothec: ated as secur ity 
for a loan. The bill as it exists now would require that if we bor- 
rowed against our stock as security, the loan would have to be com- 
pletely liquidated or foreclosed, or whatever would happen to it, 
within a period not to exceed 1 year. Ordinarily, in California par- 
ticularly, if you pledge stock, oo Jaw requires that voting rights 
go with the pledge. 

Consequently, a pledge of stock would, if it existed beyond a year, 
mean that borrowing on our stock would be a most difficult thing 
because no reasonable banker would want to be limited to that per iod 
of time for the loan to expire, to foreclose on, to get rid of the stock. 

Our fourth amendment has to do with a matter which is such a 
wide-open and uncertain area in this bill that it certainly requires 
clarification. 

We are concerned with mergers. Let me ask you gentlemen to 
consider these questions. 

After this bill is passed, could a savings and loan association, con- 
trolled by a holding company, merge with another association or 
acquire assets of another association! Could a nonholding company 
association merge with another association or merge more than once 
with another association ? 

If you look at this bill and ask yourselves those questions, you will 
see that there is a tremendous area of uncertainty concerning mergers 
in this bill. ; 

We do not know the answers. We have legal advice that this bill 
would prevent more than one merger by even a mutual association, 
because then such an association w ould i in itself have become a holding 
company by acquiring two other associations by merger 

We feel that this bill should leave the law concerning mergers 
alone, and that a provision should be put into the bill prov ding that 
it does not affect the existing State and Federal laws on the subject 
of mergers. 

Mergers have been regulated for a long time, both by Federal law 
and regulation and by State law and regulation. We feel that this 
law should not go into that field at all and should not affect that field. 
The Home Loan Bank Board has full power now to regulate mergers. 
The State of California has full power to regul: ite mergers. 
No merger of any kind may be accomplished in California without 
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the specific consent of the Commissioner, and he has always required 
very high standards before he will approve a merger. 

If the bill is passed as it now stands, we will have such a tremendous 
area of uncertainty concerning the right to merge that it will result 
in endless litigation problems. 

If you will adopt our last proposed amendment, which simply 
reads: 

Mergers or other combinations of insured associations shall be governed by 

applicable Federal and State law and regulation pertaining to such activities 
and not by the provisions of this section. 
If we are going to go into the law of mergers, we should take the 
time to do it properly, and in this bill we are not doing it properly. 
We are simply passing a law which in some way will affect mergers 
but we do not know what the effect will be. 

That concludes my statement concerning the bill itself. 

The amendments proposed by the Home Loan Bank Board we con- 
sider to be most dangerous and, in the main, violating the Constitution 
of the United States. 

For instance, they would permit the Board, without notice or hear- 
ing to a stockholder and a stock company, to determine that that 
stock is part of a holding company setup, and require divestiture of 
the stock by requiring the association to sell the stock and apply the 
proceeds as may be directed by a court; and this, regardless of whether 
the stock ownership was lawful originally or is lawful at the time the 
action is taken. 

Very frankly, gentlemen, I have never heard of legislation of that 
kind before, in which a Government agency deprives a stockholder 
of stock he owns, even though he is not violating the law, even though 
his acquisition of the stock is lawful, and does it without notice, sells 
his stock out, and applies the proceeds as the court may direct. That 
is just a quick summary of some of the more drastic provisions of 
this act, and we sincerely hope the Senate will give them careful 
consideration before it goeS further into the Board amendments. 

I will now speak briefly on the Senate bill, Mr. Bartlett's bill. 

Senator Sparkman. Mr. Chairman, before Mr. Jones moves to 
that subject, I am going to have to leave. Let me ask a question with 
reference to what he said about mergers. 

Do you think that this legislation, if enacted into law now would 
have a bad effect, the kind of effect that you are afraid of, with 
reference to mergers, say within the next year? 

Certainly, when we come back here in January, we will be prepared 

to give more attention, more study, to all of these matters you and 
others have raised. The Board itself has suggested several amend- 
ments which, if I understand correctly, they do not propose to push 
at, this time in the interest of getting the legislation on the statute 
books. 
. Do you believe this will create a dangerous or bad situation with 
reference to mergers within that short time, or do you not feel it is 
something that we might very well hold along with these other 
amendments to give more study to when we come back here in 
January ? 

Mr. Jones. Senator, I feel once something like this gets on the books 
it is most difficult to get subsequent careful consideration of it. It 
has a tendency to drift along and create evils and difficulties. 
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Senator SPARKMAN. But you have a different situation here. You 
have a bill which, as I see it, all parties more or less invite future 
study of in January, or next year. They realize we do not have time 
to give that study to it now and get it enacted into law. Yet that 
e: why enactment would have a helpful effect, have a kind of holding 
effect at least, until next year when we could come back and restudy 
the whole thing. 

The Cuairman. I would like to point out to my colleague from 
Alabama that this deals only with stock companies, and that there are 
a total of 435 stock companies in 13 States, but 154 of them are in 
California, 

That is where the mergers have occurred. And the 154 in Cali- 
fornia have tremendous assets of $3,910 million. That is where, at this 
time, most of these holding companies have been formed. 

The theory of quick action was that this bill is not retroactive. 
Mergers in holding companies have been going forward rather rapidly. 

Senator SPARKMAN. And probably would move even more rapidly if 
the legislation were left pending. 

The CHatrmMan,. Yes, but the Chair is not clear as to what this 
witness would want done. Does this witness want a better bill at this 
session or does he want to let it go until next year ? 

Mr. Jones. 1 am appearing in a representative capacity. The Cali- 
fornia Savings and Loan League has to date not made any determina- 
tion of that issue. Personally, I will state my opinion is it would be 
better for the Congress to wait and enact the bill in January, after 
some study and consideration of these amendments, rather than pass 
it now. 

I say that because I believe that all of the holding companies that 


will be formed between now and January will be formed before this 
bill becomes effective. 


The CHarrman. Anyway ¢ 

Mr. Jones. Anyway. 

The Cuamman. The Chair recognizes the Senator from Illinois. 

Senator Dovenas. Have you had occasion to read the statement of 
Mr. Hallahan ? 

Mr. Jones. I read his statement in the House and I was told this 
morning that his statement is approximately the same. 

Senator Dovaras. I had not realized what was going on, on the 
coast; and particularly in California. He assembles quite a list of 
holding companies which are expanding their control over local sav- 
ings and loan associations. 

Did you find any factual errors that he made? 

Mr. Jones. I do not think so. 

Senator Doveras. Do you think this is a situation that should be 
dealt with? Do you regard this merger movement as in the public 
interest, or do you think 1 mergers should be regulated and controlled ? 

Mr. Jones. i think they should be regulated and controlled in ac- 
cordance with this bill and the four amendments we have proposed. 

Senator Dove.as. You have also said you thought the existing leg- 
islation was adequate. That would seem to imply you did not feel 
that any new legislation was needed ? 


Mr. Jones. Existing legislation on the subject of mergers is 
adequate. 
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Senator Doveias. What about holding companies / 

Mr. Jones. There is no legislation on holding companies. 

Senator Doveras. And you favor added legislation for holding 
companies / 

Mr. Jones. I favor this legislation, with the provision that it does 
not affect the merger of savings and loan associations. 

Senator Douc.as. Frequently in our experience with banks we have 
found that when mergers were prohibited, that holding companies 
developed as a means of avoiding the law, or evading the law. 

Mr. Jones. The answer to that is what is happening in California 
right now. 

Senator Dovetas. So you favor the statutory regulatory principle 
for holding companies ? 

Mr. Jones. Y es, SI. 

Senator Doveras. But not strengthening of the law so far as 
mergers are concerned / 

Mr. Jones. The law does not need strengthening, Senator. The 
Home Loan Bank Board can block any merger now and so can the 
California Savings and Loan Commission. Both authorities have 
ample power to permit any mergers they see fit. 

Senator Dove.as. But somehow mergers have gone on, or has it 
taken the form of holding companies? 

Mr. Jones. It isnot a merger movement, sir. 

Senator Dovetas. It is holding companies / 

Mr. Jones. Yes. The holding company acquires the stock of the 
association in exchange for its stock. 

Senator Doveias. That is what they found in banks, too? 

Mr. Jones. Yes. 

Senator Dovetas. And let me ask you this: If this is going on, why 
is it not desirable to act quickly? We have found, for instance, that 
in connection with the bank holding company bill, time was of the ver Vv 
essence. And indeed, in the time between the passage of the bill and 
final enactment of the bill, a lot of local banks were acquired by two 
or three holding company groups in the Mountain States and in 
California. 

Why is not time of the essence in this situation ¢ 

Mr. Jones. We think it is important, but the strange thing, Senator, 
is that the holding company setups that are being formed now are 
holding companies for one association, which woul d not be barred by 
the bill anyway. They are using it simply as a device to create a 
market for their stocks. 

Senator Doueias. What association is that ? 

Mr. Jones. I was referring to the ones that are in process of forma- 
tionnow. Actually, I do not know of any in the process of formation 
that involve more than one association for the holding company and 
which would not be prohibited by the bill anyway. 

These fellows are forming these holding comp: nies apparently with 
the idea they might be able to acquire others, or possibly just the idea 
of creating a broad market for stock. 

I could be wrong, but at the present time I cannot think of any that 
are being formed as an aggregation of savings and loan associations. 

Mr. Hallahan may be able to give you more up-to-date information. 
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Senator Doveras. What about the facts in Mr. Hallahan’s state- 
ment which I thought you said were approximately correct as given ? 

He mentions the | Great Western Financial Corp. having control of 
at least two more associations and the First Charter Financial Corp., 
owning virtually all the stocks in four California savings and loan 
associations, and reaching out for a fifth and sixth. 

He mentions the Financial Federation, Inc., which has control of 
seven California associations; and the 'Trans-Coast Investment Corp., 
which has acquired or proposes to acquire three California associa- 
tions; and then an insurance company and a finance company which 
control two other savings and loan associations. 

There is general mention of the California Financial Corp., which 
is In negoti: ition with the principal stockholder of another association ; 
the Lytton Financial Corp., a Delaware corporation organized in Jan- 
uary 1959, which has acquired control of one savings and loan associa- 
tion in California and has stated that it may, if legally permissible, 
acquire other associations. 

He mentions the Empire Financial Corp., which has at least one 
savings and loan association in California and may acquire others. 

There is the Wesco Financial Corp., which has a California associa- 
tion and may take others. 

This to me would indicate that this movement is going very rapidly, 
and if we wish to deal with this subject at all, it is well to do it quickly. 

In the words of one of the characters of Shakespeare’s plays, “If 
it were done when ’tis done, then ‘twere well it were done quickly.” 

Mr. Jones. I believe the amendments could be considered and still 
pass this session. We agree, Senator, that time is important. 

But you see all these companies that you name have either been 
created and the evil has been done, or else they are one association 
companies. They only have one association. 

Senator Doveias. I am not versed in this bill because I have not seen 
it before this morning. But as I understand it, it does provide for 
divestiture, so it can strike at past aggregations— 

Mr. Hat.anan. It is just prospective in its effect. It only affects 
future acquisitions. 

Senator Doveias. Do I understand it is purely prospective, not 
retroactive / 

Mr. Hatianan. Yes. 

Mr. Jones. It does not require divestiture of associations previously 
acquired, 

Senator Doveias. Are you saying that on the one hand we should do 
something about this, but on the other hand it is too late to do any- 
thing ¢ 

Mr. Jones. No, sir. Jam saying, if I can summarize, that we think 
this bill should be passed. We would like to see it passed this session. 
We think it should be passed with these four amendments. Then it 
will be a good bill and a bill which the local savings and loan industry, 
with a few exceptions you will hear from, agree is a good bill. 

I believe, Senators, that you can put these four amendments into 
this bill and still pass it this session. And that is what we would like 
you to do. 

These amendments are not opposed by anybody except the Federal 
Home Loan Bank Board. Maybe that is sufficient. But industry 
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thinks they are good amendments. And these industry organizations 
are controlled by mutuals and feder als, not by stock companies. The 
mutuals and federals have no particular love for the mek companies. 

I would like to see you gentlemen adopt these amendments and shoot 
the bill through. I think you can do it. I do not think there is 
anything so cumbersome about your procedure that would prevent 
the adoption of four simple amendments before you adjourn. 

The CuarrMan, Any further questions? 

Senator Dovcuas. There are depths to this, Mr. Chairman, that I 
have not fully plumbed. 

The CuatrMan. The Chair feels that he should insert in the record, 
a list of the States that have stock companies, including Illinois, 
which has 12. 

Senator Dovetas. I might say those were created very largely when 
Mr. Orville Hodge was in charge of savings and loan institutions in our 
State. 

The Cuatrman. Total assets of $663 million of stock companies are 
insured and could go into a holding company. 

(The document Teferred to follows :) 


NAMES OF STATES AND TERRITORIES WHICH CONTAIN SPECIFIC AUTHORIZATION 
FOR THE ISSUANCE OF PERMANENT OR GUARANTY STOCK BY SAVINGS AND LOAN 
ASSOCIATIONS, AUGUST 14, 1959 


There are 19 States and 2 Territories (Hawaii and Guam) which permit the 
issuance of permanent or guaranty stock by State savings and loan associations, 
They are as follows: 


I Revised Statutes, section 6-420. 

I oo a Statutes, sections 67—803, 810, 818, 819. 

IN os Deerings Financial Code, sections 6450-6462. 

lc cca Revised Statutes, chapter 122-3-7. 

iGo a aa Government Code, section 41200-1. 
a Revised Laws, section 180-5. 

I ao a a Code, section 30-1301. 

NSS a ee eee Smith-Hurd Annotated Statutes, chapter 32, section 221, 
NS SA 8 oe Burns, Statutes, section 18-2102. 

NN ia General Statutes, chapter 17-5401, 5402. 
NE a Revised Statutes, chapter 6: 741. 
acer Revised Statutes, chapter 673.230 et seq. 

RN I ssi: House bill No. 334, approved April 1, 1959. 
Nt a, Pages Revised Code Annotated, section 1151.08-9. 
a he Revised Statutes, chapter 722.005, 722.350. 

South Dakota___-_-_-_- Code, sections 7.0201, 7.0202, 7.0403. 

MN rk ee at Vernons Statutes, title 24, article 856. 

| eee Code Annotated, section 7-7-1. 
Oe ee ae Code, section 6—174.1. 

washington.__.............. Revised Code, chapter 33.48. 


IIE gee Compiled Statutes, section 36-108. 
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Breakdown of FSLIC-insured institutions, showing relative number of stock 
ownership companies and mutual companies in those States which permit stock 
companies 











| 
| FSLIC-insured stock All FSLIC-insured 
companies institutions 
States | 3 : eas 

|} Number Assets | Number | _ Assets 

| Millions _| | Millions 
TN a catges sacahclangaaea 7 | $68 9 | $188 
at eae 154 | 3, 910 229 | 7, 241 
Colorado sel ial hehe icin Seeman eat 21 | 234 | 53 | 641 
Tdaho__- Mittin tel ritincoaweeemaees 1 | 9 | 9 | 122 
ca csi ceca a wil dale Gaeta ie wiaeivblanbinlabeeientey ] 12 | 24 | 407 | 5, 206 
Ne eek 2 9 160 | 1, 434 
a aia 38 | 150 89 | 623 
I ee noes | 2 | 13 | 3 | 37 
Ra ccckacdacis Sionae a oteuseaaaee 91 | 1, 408 344 | 4, 608 
| are eee Rae 93 | 708 196 1, 788 
eo i cea eeenenens 6 | 112 | 14 262 
Virginia es Ee ne 5 ee 3 | 6 | 49 | 523 
a wel aeons 4 10 59 1, 020 
SNR ea ee ay 1 1 1 | 1 

a 435 6, 663 1, 622 23, 695 


| | 


In addition to the States enumerated above, the following States appear to 
have laws which permit the incorporation of stock Ownership savings institu- 
tions: Arkansas, Hawaii, Louisiana, New Mexico, Oregon, South Dakota, and 
Wyoming. Excepting for Oregon, which has one very large ($80 million) un- 
insured stock association, the stock ownership part of the business in any of 
these States is relatively negligible, both as to number and assets. Michigan 
has one small association, started before the law was changed in 1958 to make 
it no longer possible to so incorporate in that State. 

The Cuatrman. In view of the statement of the witness that there 
are just four amendments that this California group favors that 
would make it a good bill, and he says that nobody objects to them 
except the Home Loan Bank Board—— 

Mr. Jones. And some of the holding companies. 

The Cuatrman. Well, yes. They want to continue to expand. 
They do not want to be frozen. 

To clarify the position of the Board, we will ask Mr. Hallahan to 
come back and say whether he objects to these amendments or not. 

Come back up to the stand, please. 


STATEMENT OF WILLIAM J. HALLAHAN, MEMBER, FEDERAL HOME 
LOAN BANK BOARD—Resumed 


Mr. Hattanan. Mr. Chairman, let me start out with the item on 
mergers. 

Now there is no question, no uncertainty at all, in the mind of the 
Board, with respect to this matter of mergers. 

The bill would not affect the mergers of any insured savings and 
loan association that was not controlled by a holding company. There 
is no question in our mind on that score. Mr. Jones s says that there 
is a question in his mind on that matter; there is none at all in the 
opinion of the Board. 

The bill would not affect mergers of insured savings and loan asso- 
ciations that were not controlled by holding companies. And that 
would apply, whether the insured savings and loan association were a 
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State mutual, a Federal mutual, or a State stock company. The bill, 
in our opinion, has no application in that particular. 

Now, with respect to the mergers of insured savings and loan asso- 
ciations, one or more of which are controlled by a holding company, 
it seems to us that if the purpose of the bill is to control the expansion 
of holding companies, one of the purposes to be controlled would be 
to control their expansion through mergers. 

If the bill as written states that “Hereafter it shall be unlawful for 
a holding company to acquire the control of more than one insured 
savings and loan associ lation,” and then at the same time, while it 
would prevent the holding company from acquiring the stock of a 
second savings and loan association, if it would permit that holding 
company to merge the second assoication into the one that it already 
owned, it seems to us clearly that the philosophy and basic objective 
of this bill would be circumvented without question. That is the 
reason the Board objects to a provision which would permit the mer- 
ger of an insured savings and loan association where one of the insti- 
tutions is controlled by a holding company, because obviously that 
would permit the holding company to expand its operations in that 
manner. 

I should point out in this respect there is no prohibition in this bill 
against the expansion of holding companies by the expansion of new 
branch facilities in those States which permit branches. 

However, as I said, we feel the objective and very philosophy of this 
bill would be defeated if the acquisition of further existing assets 
could be achieved through the merger route when the bill would pro- 
hibit it by the acquisition of stock. 

And that is the reason that we are against the amendment which 
Mr. Jones proposes. 

With respect to section 408(f) (2), if the committee will look at 
that particular section, it So prohibit hereafter an insured asso- 
ciation from acquiring the securities of the company which controls 
it, or any subsidiary which the company likewise controls. 

However, in the case where those securities had been acquired prior 
to the acquisition of control—and these, I should again point out— 
are securities of the holding company or another of the subsidiaries— 
it would give a 2-year period of grace for the disposition of that 
particular collateral. 

Mr. Jones points out that the bill in effect would require the dispo- 
sition of that particular collateral before the debt is paid, and that 
is correct. But it should be pointed out that a 2-year period is per- 
mitted and the securities are only securities which are securities of 
the holding company or another of its subsidiaries. 

With respect to the executors and administrators of estates or wills, 
I should point out to the committee that in the committee report of 
the House on this bill it was pointed out that the committee had no 
desire to make the provisions of this bill extend to mere technical 
control by banks or trust companies or other similar institutions in 
their technical capacities as executors or administrators of estates or 
wills. I can assure the committee that the Board would administer 
the bill in accordance with that directive of the House committee. 

Senator Doveras. Mr. Hallahan, if that is true, why do you object 
to the amendment ? 
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Mr. Haruanan. The reason I object to Mr. Jones’ amendment is 
this. We have no objection, as I pointed out, to executors or admin- 
istrators of wills or estates with respect to those particular estates. 
But we do have an objection to an exclusion of these particular types 
of people from the bill which would permit them to enlarge their 
holdings. In other words, if an executor or administrator of an 
estate does acquire some of this stock as an administrator or executor, 
and if, under the terms of the will or the provisions of the estate he 
has investment powers by which he could acquire additional interests 
in savings and loan associations, we would object to that. But we 
have no objection whatsoever to the adniinistration of a particular 
estate or these particular assets in such an estate, so long as the ad- 
ministrator or the executor does not increase his holdings in other 
savings and loan associations. 

Senator Dovenas. Do you have any feeling about the so-called 
trusteeships, the ownership of which is not known to the public? 

Mr. Hatuanan. Let us apply that to this particular case. If, under 
the terms of the trust, they were merely administering an estate 

Senator Doveras. As you are well aware, the trusteeships admin- 
istered by banks are not always estates, but they can be private funds 
and accounts set up by individuals and banks, the true possession of 
which is not known to the public. 

Mr. Hatianan. That could be, yes, sir. 

Senator Dovuenas. Is this not true in many cases? 

Mr. Hatianan. Yes, it is, Senator. 

Senator Doveias. Are you trying to strike at that so you cannot 
have anonymous owners reaching out through trust funds in banks to 
control savings and loan institutions? 

Is that what you are striking at? 

Mr. Hauianan. Let me reiterate the point I just made, Senator. 
We would have no objection to those trustees with respect to the 
administration of existing assets. We would have objection to their 
increasing their interest in other savings and loan associations, and 
therefore, sir, circumventing the purposes of the bill. 

One of the amendments the Board recommended was the registra- 
tion of all holding companies, which, as far as we are concerned, 
would result in disclosure of those interests. However, we pointed out 
to the chairman earlier that in the interest of getting a bill, the 
Board is willing to forego pressing its amendments at this particular 
time. 

The Cuarrman. Let me try to understand you. We must hurry 
because we have three more witnesses to hear before 12 o’clock. 

The position of the Board is that the proposed amendment relating 
to mergers would not be in the public interest and the other three 
amendments are not necessary. Is that the substance of it ? 

Mr. Hatzanan. That is our position. 

The Cratmman. Thank you very much, gentlemen. 

.Mr. Jonrs. May I also say in behalf of the California Savings & 
‘Loan League that we are strongly in favor of S. 2517, Senator Bart- 
lett’s bill. 

The Cuatrman. Extending the right hand of fellowship to the 
two new States. 
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Mr. Jones. That is right, providing they do not take our directors 
away from us. 


(Mr. Jones’ prepared statement follows :) 


STATEMENT OF WILLIAM MOSELEY JONES, CALIFORNIA Savines & LOAN LEAGUE 


Mr. Chairman and members of the committee, I am appearing in behalf of the 
California Savings & Loan League. Its membership is composed of 165 State- 
chartered associations and 69 federally chartered associations, which constitute 
98 percent of all of the savings and loan associations doing business in the State 
of California and represent total assets of over $8 billion. I am president of 
Pacific Savings & Loan Association, a State-chartered capital stock company op- 
erating in the Los Angeles area. I am a member of the legislative committee of 
the California league and also a member of the legislative committee of the 
U.S. Savings & Loan League and a former executive committeeman of that 
league. 

Ever since the matter of holding companies in the savings and loan field be- 
came an important issue, the California league has maintained a position in 
favor of legislation which would properly restrict and regulate such companies. 
At the same time we have been seriously concerned lest such legislation shall 
inadvertently do serious harm and injustice to savings and loan associations 
not subject to holding company control. We feel that there are some provisions 
in H.R. 7244 as presently drafted which, in striking at holding companies, would 
do injury and injustice to innocent bystander institutions not involved with 
holding companies. We feel that these defects can be readily remedied by a few 
amendments and with these amendments we would support the bill and urge its 
adoption. 

In this connection, I think I should emphasize that we should not assume that 
we are any longer dealing with the little savings and loan associations of yes- 
teryear. Whether we like it or not, savings and loan associations have collec- 
tively and individually become big business in our cotntry. In Los Angeles 
County alone, we have three Federal associations whose assets are in excess of 
$1 billion and which, in the aggregate, operate about 23 offices in all parts of 
the county. Likewise, we have three State-chartered capital stock companies op- 
erating in Los Angeles County whose aggregate assets exceed $1 billion, and 
whose offices are about the same in number. Only recently we had a merger 
between two large Federals which resulted in an institution having assets in ex- 
cess of a half billion dollars. California is now the foremost savings and loan 
State in the United States with assets of about $8 billion. About $4 billion 
of these assets are held in capital stock companies. Savings and loan associa- 
tions in recent years have been primarily responsible in southern California 
and elsewhere for the most tremendous expansion in homeownership in the his- 
tory of our country or any other country. The value of capital stockownership 
in savings and loan associations runs into hundreds of millions of dollars. The 
eapital stock associations throughout the United States hold about 11 percent of 
all savings and loan assets. My latest information, which is not up to date, indi- 
cates that they exist in 14 different States. 

In considering legislation of this kind, we should keep in mind constantly that 
we are dealing with a large and important segment of the Nation’s financial and 
economic structure. We must recognize this larger responsibility to our Nation 
as a whole, to homeowners and purchasers, to stockholders, investors, and savers 
throughout the land. We must never let prejudices for or against any type of 
corporate structure becloud our judgment or obscure the fact that legislation 
affecting these things must be most carefully considered from all viewpoints 
and all interests. 

The simple fact of the matter is that legislation is needed to prevent the 
further expansion of holding companies, primarily because they are a device for 
avoiding the laws pertaining to mergers and other combinations. The savings 
and loan industry is in full agreement on this point with few exceptions. The 
U.S. Savings & Loan League, the National League of Insured Savings Associa- 
tions, and the California Savings & Loan League all agree on what the contents 
of the bill should be. The contents of the bill as presently before the committee, 
with the few amendments we and the other leagues have requested, is the simple 
and ready solution to the problem. The thing that we need to stop quickly is 
the promotion of these large holding companies underwritten and put on the 
market by nationwide stock-selling organizations, 





40 SAVINGS AND LOAN HOLDING COMPANIES 


There has been a considerable amount of misinformation and misunderstand- 
ing engendered in connection with the profitmaking capacity of a capital stock 
savings and loan association. It is all tied up with the manner in which we are 
taxed on our income. In this connection, I would like to make a few simple 
statements which can be readily verified with any tax expert. 

First, no stockholder in any Capital stock association can acquire any of the 
past or present profits (other than those acquired before the tax law became 
effective), except that the association first pays exactly the same tax thereon as 
would be paid by any other profitmaking taxable corporation and except that 
the recipient stockholder pays exactly the same income tax thereon as would be 
paid on a dividend from any other ordinary corporation. This statement applies 
to all corporate distributions by capital stock companies whether they be oper- 
ating dividends or liquidating dividends. The trouble is that the average in- 
vestor looks at a savings and loan bad debt reserve and assumes it represents, 
in full, surplus available to the capital stock. To the extent that such bad debt 
reserves represent reserves required by the Federal Savings and Loan Insurance 
Corporation they cannot be used for any purpose except to absorb losses. Any 
bad debt reserves over and above the maximum required by the insurance cor- 
poration might be available to stockholders but only after the payment of 
regular 52 percent corporation taxes. I mention these matters because those of 
us Who operate stock associations are constantly confronted with misunder- 
standing on these subjects and ofttimes prejudices and antagonism engendered 
as a result of this misunderstanding. 

We are aware of the fact that as H.R. 4135 this bill passed the House unani- 
mously 2 years ago. Also, the subject matter of this bill passed the Senate as a 
part of the Financial Institutions Act. It would be natural for you to assume 
that because of this past legislative history the bill has gone through a proper 
process of criticism and refinement. This, of Course, is ordinarily true. As to 
H.R. 4135, it is not true because at that time the savings and loan industry 
rather carelessly, I think, looked upon this bill as an issue between the one large 
savings and loan holding company and the Congress. At that time, Great 
Western Financial Corp. appeared in opposition to the bill without making any 
effort to refine its provisions. The rest of the industry paid little or no atten- 
tion to it, although I believe the then California savings and loan commissioner 
did register some objections to some of its provisions along the line that we 
propose to present to you today. Anyway, it was not until later that the 
California league made a more serious study of the bill and became aware 
of some effects which were not readily apparent to us earlier. As a simple and 
obvious error in the bill, permit me to direct your attention to section 408(f) (2), 
in which it is provided that if a company acquires control of an institution 
which holds a secured obligation of the company, then the association must, 
within 2 years, surrender the security for the obligation, whether or not it is 
paid. lam sure this was not intended when the bill was enacted. 

There are other more important defects in the bill which are not so readily 
apparent : 

{mendment No. 1.—We suggest that section 408(a)(1) be amended by strik- 
ing out the period at the end of the paragraph, inserting a comma, and adding 
the following language: “or any company acquiring and holding stock as an 
executor, administrator, guardian, or trustee as the result of the disposition of 
the estate of a natural person by gift during his lifetime or by an inheritance 
or bequest.” 

This amendment would permit banks and trust companies to continue to act as 
fiduciaries for persons who owned savings and loan stock. Without this pro- 
vision, any bank or trust company would be obliged to forego acting in any 
such fiduciary capacity where there is any savings and loan stock in the es- 
tate, because it would be very easy for them to unwittingly become a savings 
and loan holding company in violation of the provisions of the bill. 

Amendment No. 2.—We next propose that in section 408(a) (3), the follow- 
ing language be stricken out: “or if the Federal Home Loan Bank Board de- 
‘termines, after reasonable notice and opportunity for hearing, that such company 
directly or indirectly exercise a controlling influence over the management and 
policies of such institution or other organization.” 

This provision sets up a new, novel, and radical concept of corporate regula- 
tion. The law has always assumed that control of the management and policies 
of any corporation resides in its stockholders. This concept is the very corner- 
stone of our vast corporate structure as it exists in this country today. . The 
law assumes that if the management of any company should in some fashion 
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come under the domination of some other company, then the stockholders will 
quickly change such a situation in their own interest and protection. This 
provision assumes that the management of a corporation is not responsible 
to its stockholders and that therefore stock ownership should not be the test 
of control exclusively. We have endeavored to think of instances in which 
such a “controlling influence” might exist. We can think of only such malig- 
nancies as collusion, intimidation, blackmail, or bribery. We are sure that 
there is an abundance of laws to protect a corporation against things such as 
this. If we need legislation to prevent improper influence on the management 
of savings associations, we certainly need the same kind of legislation in all 
fields of corporate activity, and even, I might add, in the field of government. 
As a practical matter, of course, the law has to assume that management 
elected by the stockholders is going to act in their interest and not as puppets 
for some other company, just as the law assumes that you gentlemen, elected 
by your constituents, are going to act responsibly and on your own judgment 
and not as the result of some influence exercised upon you by someone else. 
Control of 10 percent of the stock of an association is certainly an adequate 
test and we submit that it would be a mistake to open up such a Pandora’s 
box of legalistic novelty and uncertainty as controlling influence. No standards, 
tests, or definitions of any kind are provided in this connection. The Board 
could find almost anything to be a controlling influence. The provision actual- 
ly requires the determination of a metaphysical fact and could lawfully get 
into such absurdities as hypnotism, telepathy and extrasensory perception, 

Amendment No. 3.—Section 408(d). This section attempts to take care of the 
situation created by the pledge or hypothecation of capital stock to secure a 
loan, but the language is inadequate to accomplish this purpose. When a bank 
or other financial institution makes a loan on such stock, the pledge carries with 
it the right to vote the stock. Thus, under this provision as presently written 
during the period of 1 year the loan would have to mature and if not paid the 
lender would have to foreclose on the security and dispose of it on the market. 
Few banks or other lenders would make loans under these restrictions. We 
propose the following amendment as a remedy to this inadequacy : 

In section 408(a) (3), in place of the language stricken out by our prior pro- 
posed amendment concerning “controlling influence,” insert the following 
guage: 

“Excluding, however, any stock which is so held or which is acquired under 
or pursuant to an agreement made in good faith in the ordinary course of busi- 
ness pledging or hypothecating such stock to secure a loan, providing that it 
shall be unlawful for any company to retain for more than 1 year after the 
liquidation of a loan any control, the acquisition of which, except for this exclu- 
sion, would be unlawful under subsection (¢c).” 

If this correction is not made, our stock would be so inadequate as collateral 
security with any ordinary lending institution as to greatly depreciate its value. 
I am sure Congress does not want to deprive us of a value we have created by 
hard work and diligence over a period of many years while there is no holding 
company problem actually involved whatsoever. 

If you consider your fate as a stockholder under the present provisions in the 
bill restricting your ability to borrow on your stock and your ability to havea 
bank or trust company act as administrator or executor of your estate, I respect- 
fully submit that this bill potentially could wipe out overnight the accumulations 
of lifetime among savings and loan stockholders. In considering legislation 
concerning corporations, it’s rather easy sometimes to forget that in the final 
analysis, corporations are only aggregations of people who have, in the spirit 
of our great free enterprise system, hazarded their effort and substance in the 
promotion of a legitimate and praiseworthy business enterprise. I am sure 
that this committee will never do such a grave injustice to all of these good 
American citizens if it can foresee this eventuality. 

Amendment No. 4.—It is the considered opinion of our counsel that the bill 
as presently drafted would prohibit more than one merger by any savings and 
loan association, whether or not there is a holding company situation, because 
of course in a second merger operation the original association would have 
acquired control of more than one insured institution. The law concerning 
mergers and other combinations of insured associations is clear and definite 
in both the State and Federal field. There may be no mergers in California 
without the prior approval of the Commissioner and in every instance he has 
always required that the resulting institution shall end up with reserves con- 
siderably in excess of the national average and the California average. For this 
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reason. there have been few mergers. The Federal Home Loan Bank Board 
of course has full authority to regulate mergers of insured institutions, whether 
Federal or State, and exercises that authority. Actually the principal purpose 
behind the formation of these holding companies is to avoid State and Federal 
law covering mergers of insured associations. If there were not strict super- 
visory control of mergers, it would be better to create one institution operating 
as a chain. rather than setting up a holding company over a number of separate 
institutions. If we keep in mind that the Federal and State law concerning 
mergers and other combinations of insured associations is not here under attack 
and has always been considered adequate, then there is no good reason why this 
bill should trespass upon that field of supervision and control atall. This bill 
should prohibit the further extension of holding companies as set forth, but it 
should not attempt to write new law governing mergers and combinations of 
insured associations themselves, because this field is already adequately covered. 
We therefore urge that the following be added at the end of the bill as sub- 
paragraph (g): = 

“(g¢) Mergers or other combinations of insured associations shall be governed 
by applicable Federal and State law and regulation pertaining to such activities 
and not by the provisions of this section.” 

This amendment is especially important and necessary when we consider that 
if an association gets into trouble and the Federal Savings and Loan Insurance 
Corporation is obliged to do something, it generally works out a merger of the 
sick institution with a well one, which procedure is beneficial to the Insurance 
Corporation and to the public. If this bill is passed as presently written, the 
Insurance Corporation might in the future find itself unable to use merger as 
a remedy in some cases. 

This portion of my testimony will be confined to comments regarding a 
series of amendment sto this bill proposed by the Federal Home Loan Bank 
Board. I assure you gentlemen that from our point of view these amend- 
ments are most drastic in their effect. If seriously considered by this com- 
mittee they will engender unprecedented alarm and discouragement within 
the savings and loan industry in all States where capital stock associations 
exist. ; 

Referring to the Board’s proposed amendment A, this would add a partnership 
to the entities that might be held to be holding companies. We object to this 
proposal because the Board could readily use it against such combinations 
as a father and son or other stockholders related to one another or associated 
together in some other way. We assume that it is not the purpose of this 
bill to seek out every individual who, in some fashion, owns stock in asso- 
ciation with some other individual and condemn these people as holding com- 
panies. We assume that the purpose of the legislation is to reach corporate 
combinations of size and substance such as are popularly and generally known 
as holding companies. 

We next refer to the Board’s amendment D which has two provisions to 
which we object. The first outstanding provision of the amendment is the 
new requirement that no company may acquire 10 percent of the stock of a 
savings and loan without first obtaining the consent of the Federal Home 
Loan Bank Board. The second outstanding provision is that any company 
owning as much as 10 percent of the stock of a savings and loan association 
must comply with a registration and reporting procedure, and submit itself 
to the jurisdiction of the Federal Home Loan Bank Board in that connection. 

I wish you gentlemen would consider these drastic amendments as if you 
were an ordinary stockholder in a savings and loan association. As such, you 
probably made this investment a number of years ago. In doing so, you 
pledged this wealth as security that the savings and loan association would 
be safely and soundly operated and would be successful. You further pledged 
with your stock purchase that the public would suffer no loss in the operation of 
the association, and you reinsured the Federal Savings and Loan Insurance Cor- 
poration’s risk in its insurance of the withdrawable accounts. Over the years, 
the institution has been successful and the value of your stock has substan- 
tially increased. The effect of this holding company bill upon the value of 
your stock would be catastrophic if all of the proposals now before this com- 
mittee were adopted. 

As to the amendments proposed by the Board, if you wanted to sell your 
stock and if it amounted to as much as 10 percent of the stock held by the 
association, it would be almost impossible for you to find any substantial com- 





pa 
in: 
Ey 
tr: 
Fe 
Wi 
st 
sa 
st 
an 
pr 
qu 
no 
thi 


sul 
gu 
ar; 
in 
Col 
an: 
tur 
the 
erl 
COL 
out 
res 
of 
agé 
jur 
ass 
cee 
by 
the 
aga 
obt: 
in | 
due 
Ss 
Boa 
com 
and 
is e 
juri 
to s 
mal 
Ban 
part 
Shor 
whe 
R 
cosi 
prey 
be ¢ 
Stoc 
miss 
¢cire 
Fed 
ever 
bord 
gene 
ply | 
insu 
Fed 
Re 
thin 





SAVINGS AND LOAN HOLDING COMPANIES 43 


pany that would be interested in buying the stock. The possibility of obtain- 
ing approval of the Federal Home Loan Bank Board, of course, would be nil. 
Even if such approval were obtained, what purchaser would want to file regis- 
tration statements and reports, and place itself under the jurisdiction of the 
Federal Home Loan Bank Board and what substantial company, even if it were 
willing to do these things, would be interested in making an investment in such 
stock knowing that when it wanted to dispose of the same, it would have the 
same difficulty in finding a ready purchaser. No, if you wanted to sell your 
stock, the only thing you could do would be to split it up in smaller parcels 
and try to find individuals who had the money to purchase it at a reasonable 
price. It is very difficult for us to imagine any evil situation that would re- 
quire this provision in the law. It is to be noted that the Board points out 
no need whatsoever for this drastic amendment and simply states as a reason 
therefor that it would “strengthen” the act. 

We next refer to the Board’s amendment F. This amendment would rewrite 
subsection (e). There are a number of important changes in the new lan- 
guage; however, the two substantive changes are so drastic we will direct our 
argument to these two points only. The first of these substantive changes says, 
in effect, that if the Federal Home Loan Bank Board is of the opinion that any 
company holds control of two associations, then “Whether or not, by reason of 
any violation of any provision of this section,” the Board shall require divesti- 
ture within 30 days. We have never heard of legislation which says that even 
though a person has acted lawfully, he may, nonetheless, be penalized if a Gov- 
ernment agency thinks he should be. It is difficult to use temperate language in 
condemning a proposal of this kind. Perhaps the simplest thing to do is to point 
out that it obviously violates the due-process clause of the Constitution. The 
rest of the amendment, in substance, provides that without regard to any statute 
of limitation, the Board may prosecute a divestiture action in the Federal court 
against both the alleged holding company and the institution, and, even though 
jurisdiction is not obtained over the holding company, the court may order the 
association to sell the stock owned by its stockholder and dispose of the pro- 
ceeds as directed by the court. The section provides that notice of proceedings 
by the Board need not be given to the stockholder but need only be served on 
the association. Under these provisions the Board could institute proceedings 
against any stockholder and without any actual notice to him whatsoever could 
obtain a judgment ordering that his stock be sold and the proceeds disposed of 
in any manner whatsoever. Of course, this provision also is violative of the 
due-process clause of the Constitution. 

Summing up the provisions of this most amazing proposal, we find that the 
Board has asked for authority to make a finding that any stockholder is a holding 
company without notice or hearing, without regard to any statute of limitation, 
and may require divestiture even though the holding and acquisition of the stock 
is entirely lawful and may proceed in court and, again without requiring any 
jurisdiction over the stockholder, may require the savings and loan association 
to sell the stock owned by the stockholder and dispose of the proceeds in any 
manner directed. We respectfully suggest that, since the Federal Home Loan 
Bank Board is an independent agency responsible directly to Congress and, in 
particular, to this committee, the fact that such proposals have been presented 
should be seriously considered, although, of course, not from the standpoint of 
whether they should be enacted. 

Referring to the Board’s amendment G. We would like to emphasize that we 
cosider the objectives of this bill meritorious only to the extent that it would 
prevent the creation of extensive holding company empires. These empires can 
be created only by large nationwide sales of holding company stock. All such 
Stock issues come under the jurisdiction of the Securities and Exchange Com- 
mission and they are matters of wide public knowledge. There are simply no 
circumstances in existence which require the creation of a little FBI in the 
Federal Home Loan Bank Board in order that they may take action against 
every individual stockholding that in their opinion might be some kind of a 
borderline holding company. The real holding companies will be a matter of 
general knowledge. Concealment and subterfuge in these matters are just sim- 
ply impossible. It should be remembered that all the books and records of every 
insured savings and loan association are regularly examined and inspected by 
Federal examiners continuously. 

Referring to the Board’s amendment H, providing for criminal penalties, we 
think these provisions are unfair and unnecessary. The first sentence provides 
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for a cumulative fine of $1,000 per day for each day that a company is in viola- 
tion of the provisions of the section. This provision, of course, is designed to 
prevent anyone from ever contesting any finding of the Board. No company 
would want to take the risk of incurring such a penalty by litigating any deci- 
sion of the Board in the courts. For all practical purposes we might as well 
eliminate the provisions of the section providing for any proceedings in the 
courts. No rational defendant would ever take this risk. He would supinely 
subject himself to the decision of the Board, no matter how wrongful that 
decision might be. Again, this provision is an attempt to deprive a respondent 
of his day in court by imposing an unreasonable penalty if he shall not succeed 
in his recourse to the judiciary. The next sentence provides for the penalty 
of fine and imprisonment upon any individual who participates in any violation 
of the provisions. Since a holding company is nearly always a corporation 
and must presumably be at least a combination of persons and not an individual, 
it seems entirely unreasonable that an individual should be penalized simply 
because he might be connected with a corporation or other type of company 
that had violated the section. An officer of a corporation would be placed in 
the position of having to predetermine accurately whether a holding company 
situation was being created by his company or resign his position before the 
company action was taken. This seems harsh, unreasonable, and not in accord- 
ance with the theory of corporate and company responsibility. 

I think I should also mention that these State-chartered capital stock com- 
panies in California are subject to a most complete and highly developed system 
of State supervision and regulation. We need legislation on a national basis 
to stop expansion of holding companies, but we do not need legislation in 
Washington to make the operation of these associations safe and in the public 
interest. The State of California, over a period of 75 years, has built up a code 
of very specific laws concerning our associations, and which we believe is prob- 
ably the most thorough in the country. It is far more extensive, detailed, and 
stringent than all of the Federal laws and regulations concerning savings and 
loan associations in any manner under Federal jurisdiction. 

It is wholly unnecessary for the Federal Government in the public interest 
to impose further regulation and supervision upon us beyond that which now 
exists and I believe that most of you gentlemen will probably agree that except 
where there is a definite Federal interest involved, the States have reserved unto 
themselves the authority to regulate and control their own corporate entities, 
and that the Federal Government should restrain itself from impinging upon 
these traditional prerogatives of the States unless a substantial Federal question 
is involved. The proposals of the Board in our opinion go far beyond the legiti- 
mate interests of the Federal Government in holding companies, and seek to 
trespass upon a field of regu¥Yation and supervision properly reServed to the 
States. 


The Cuatrman. The next witness is Mr. Edward L. Johnson, ex- 
ecutive vice president. and oe iging officer of the American Savings 
& Loan Association, Whittier, Calif. 

We are glad to hear from you. Your statement may be inserted 
in the record. 


STATEMENT OF EDWARD L. JOHNSON, EXECUTIVE VICE PRESI- 
DENT, AMERICAN SAVINGS & LOAN ASSOCIATION, WHITTIER, 
CALIF. 


The Cuamman. You represent a very large association out there. 
Mr. Jounson. Yes, $200 million is large. 

Mr. Chairman, in the interest of saving time which I know is so 
» essential because I know you gentlemen have more important things 
to talk about than this bill, I will summarize my statement. I am 
here in opposition to this bill, and this desire on my part has grown 
as I have heard the evidence already presented which would indi- 
cate that no one would be happy if you pass the bill as is. 
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The previous witnesses have both desired amendments, and there- 
fore I question whether this bill is proper, or whether it has been 
well thought out. 

My esteemed former Senator from the State of Illinois indicated 
he had just seen the bill. I do think that this matter is of such im- 
portance that it should not be hurried through because there has been 
no evidence that the public has been harmed. I have not heard any- 
one say who has been hurt by the existence of holding companies. 

I am speaking as a savings and loan manager, because I note from 
the preamble the bill says it is to promote and preserve local manage- 
ment. 

The association which I manage is part of a holding company, and 
as my statement has indicated, this company was formerly owned by 
one family. Today we have stockholders throughout the country, by 
the vehicle of the holding company. And in this process, there has 
been no change in the board of directors of the association, no change 
in the management, in personnel, in the lending policies, or in our 
promotional program. We continue to have 40 percent of our loan 
portfolio in GI loans, and we have carried through a program without 
any change, even though there has been a change in ownership. 

I feel we have been strengthened by having a larger number of 
people scrutinize our efforts. 

The CHarman. Let us see your position. This bill does not affect 
you as of now. It merely would keep you from absorbing any new 
associations. 

Mr. Jounson. The point that disturbs me, Mr. Chairman, is the 
need for this holding company bill at this time without any evidence 
that anyone has been hurt. 

We must remember our association operates under the rules and 
regulations of the Federal home loan bank, the Savings and Loan 
Insurance Corporation, and the State of California. I believe any 
association, if there are any abuses by virtue of a change in owner- 
ship, can well be governe od by the supervisory authorities under the 
existing laws. And there being no evidence that there has been any 
violation by virtue of the change i in ownership to holding companies, 
it seems a little bit unreasonable to at this time restrain the public 
from having a share in the ownership of the savings and loan busi- 
ness. All the holding company is doing is spreading out the right 
of ownership to those who voluntarily desire to enter it. 

I do not know of anybody that has been hurt by buying holding com- 
pany stock. The SEC is now in the picture. We have more certified 
public accountants now than we have ever had around the place. And 
it amazes me that we should be so concerned about something without 
any indication of actual harm to the public. 

There is great emphasis on this local aspect of the savings and loan 
business. There have been a number of changes in recent years that 
have created an evolution. Basically, the local position of savings and 
loan associations surrounds the lending area. I would like to point 
out the lendingarea is not changed at all by v irtue of holding company 
ownership. This is where the local yart applies. 

We have today Fannie Mae, the GI loans, the home loan bank, Sav- 
ings and Loan Insurance Corporation—there are also many thngs that 
have nationalized our business from. the standpoint of permitting in- 
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vestors all over the country to buy in, as it were, by either savings 
accounts, or guarantee stock under the holding company arrangement, 
without the hazards of years gone by. 

I would like to also comment on the fact that I believe a broad 
group of stockholders made possible by holding companies actually 
creates a more mutual ownership than exists when there are very few 
owners of a business, or when a mutual business is controlled by a few 
people. This is a healthy pattern for all American business and our 
most successful corporations are served better by virtue of this broad 
ownership. 

There is one other facet of the bill which I think has implications 
which are not good for the public, and that is the threat of cancelling 
insurance as a lever in forcing the proposed bill. I think we should 
remind ourselves that Congress gave the public the insurance of ac- 
counts in order to put them at ease and maintain confidence in these 
thrift institutions. If we use this lever, even though they will be 
notified and so on, of a cancellation of insurance, I think we take an 
unfair advantage of the public. I think one could very well take the 
position that if they miss their mail, they might miss the notice. I 
think they should have the assurance that when the accounts in a sav- 
ings and loan association are insured, they are insured forever; and 
let the supervisory authorities do whatever is necessary to maintain 
soundness. The public’s protection in the form of insurance should 
not be a vehicle for enforcing a law. 

The CuarrmMan. You say ‘that there has been no testimony that any- 
body has been hurt. 

Suppose we wait until this becomes a national program—it is now 
limited to a few States—and then find a lot of people have been hurt. 
What — you do about it then ? 

Mr. Jounson. Mr. Chairman, I would like to ask the question, “How 
will they be hurt ?” 

The Cuamrman. How were they hurt by Insull and others who had 
the power of holding companies ? If we sit back until a great many 
people have been hurt, then it is too late to keep them from ‘being hurt. 

Mr. Jounson. The ingredients of those holding companies are, how- 
ever, under supervision. They are under supervision, both State and 
Federal. Itisa specialized business, in which I do not see any changes 
by virtue of the ownership. 

I would like to elaborate on it, if someone would point out specifi- 
cally where someone can be hurt through the holding company owner- 
ship. In our own institution, for insta ance, I feel we have a stronger 
institution. As manager, I am more challenged to be working for a 
mass of people than to work for an association owned solely ‘by one 
family. 

The Cramman. We have had this problem for some years. Al- 
though we have a great many antitrust laws, they are not very effec- 
tive because we let corporations get so big that even though they do 
not sit down in a smoke-filled room and agree on prices it comes to 
the same thing. A big corporation like United States Steel can an- 
nounce its prices, for. instance, and we find that the others do not 
differ very much. 

We are not enforcing the antitrust laws. It is the general philos- 
ophy of those who think concentrated wealth can be misused that we 
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should not, when we see a trend of concentrated wealth, ignore it 
until we find out a lot of people have been hurt and it is too late to 
help those who have been hurt and say to them, “We are not going 
to let you be hurt in the future.” ae 

I am sorry but we cannot extend this debate on whether it is de- 
sirable in the public interest to have big holding companies, or to 
limit them and try to put the emphasis behind individual operations 
of a smaller character. 

Mr. Jounson. Mr. Chairman, may I just point out this—— 

The Cuarrman. You represent a holding company of $200 million 
and would like to expand it into $500 million or $600 million. 

Mr. Jounson. I represent an association that is part of a holding 
company. 

The CuarrMan. You started out as a real estate corporation, and 
then you became a savings and loan association in 1957. You own 
almost all the stock of four California savings and loan associations. 
You have a wholly owned subsidiary which owns all of the stock of a 
fifth California association, and you have another one which owns a 
majority of the stock of a sixth association, as well as various other 
subsidiaries operating as insurance agencies and trustees. 

Real estate, insurance, and a large group of savings and loan asso- 
ciations, that is your operation. You say you have assets of $200 
million. Maybe a fair appraisal of your stock would come to a little 
more than that. 

Senator Doucrias. Mr. Chairman, as I understand it, the American 
Savings & Loan Association is merely a subsidiary of this First Char- 
ter Financial Corp. 

Mr. Jounson. That is right. 

Senator Doveatas. It is not itself a holding company. 

Mr. Jounson. That is right. 

Senator Dovetas. So the assets of $200 million certainly belong to 
this subsidiary. 

I wonder if you would state for the record what the total assets are 
of the four California savings and loan associations which are almost 
completely owned by the First Charter Financial Corp. ? 

Mr. Jounson. I think I can approximate that. About $500 million. 

Senator Doveras. $500 million. And then what about the fifth 
association, which is owned through an intermediary ? 

Mr. Jounson. That is asmall part of the overall. The First Charter 
total assets are around $500 million. 

Senator Doucnas. And that includes the majority of the stock of 
the sixth association ? 

Mr. Jounson. That is right. 

Senator Doveias. What about the insurance agencies and trustee 
companies ¢ 

Mr. Jounson. This is minor in the overall. In round figures it is 
about $500 million total. 

Senator Doveras. Or one-eighth of the total assets of the stock 
savings and loan associations in California? 

Mr. Jounson. We have a total of $7 billion. 

Senator Doveras. But that includes the mutuals? 

Mr. Jonnson. That is correct. 

Senator Dovaenias. And the stocks would be about $4 billion, as I 
understand it. 
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Mr. Jounson. I might point out this, that we have a Federal 
mutual that is larger than our holding company today as a result 
of a recent merger in California. 

Senator Dovcias. Can you tell me anything about the San Diego 
Imperial Corp. ¢ 

What are its assets and the fifth association which it controls? 

Mr. Jounson. I would prefer, Senator, not to speak for the other 
holding companies. 

Senator Dovenas. I wonder if Mr. Hallahan could provide it for us, 
the assets controlled by the San Diego Imperial Corp. 4 

Mr. Hautanan. They are about $140 million. 

Senator Dovueias. And what about Financial Federation, Inc. ? 

Mr. Hattanan. About $188 million. 

Senator Dovenas. And what about Trans-Coast Investment Corp. ? 

Mr. Hatuanan. $115 million. 

Senator Doucias. And Gre: it Western Financial Corp. ? 

Mr. Hatianan. About $536 million. 

Senator Dovuctas. We are up to a billion and a half now, if my 
addition is working properly. 

Did I ask about Trans-Coast Investment ? 

Mr. Hatnanan. Yes, sir. 

Senator Dovuenas. I did ? 

Mr. Hattanan. Yes. 

Senator Doveias. What about California Financial Corp. ? 

Mr. HaLuaHan. $32 million. 

Senator Doveras. And the Lytton Financial Corp. ? 

Mr. Hantanan. I have a figure of about $27 million as of June 30. 

Senator Doveras. How about Empire Financial ? 

Mr. Hatianan. $15 million. 

Senator Dovucias. What about Wesco Financial Corp. ? 

Mr. Hattanan. $142 million. We would be glad to supply all of 
these, Senator. 

Senator Doveias. This brings the amount to approximately $134 
billion of assets or, roughly speaking, 45 percent of the assets of the 
stock companies in California controlled by eight or nine holding 
companies. Is that eegcaneed 

Mr. Hatianan. I think there are roughly about 14 groups which 
either own or control 43 associations as of the es of June of this 
year. Approximately 60 percent of those were California associa- 
tions. I think the total assets runs about $21 billion. 

Senator Doveias. $214 billion? 

Mr. Hatntanan. Yes, which includes some closely held groups, 
Senator. 

Senator Dovetas. What are your figures on the total assets of all 
stock savings and loan associations? 

The Cuatmman. The chairman has already put that statement in 
the record. 

‘Senator Dovetas. I regret, Mr. Chairman, I was not here when 
that was done. 

I find in the table you have just given me that the total assets of 
stock companies are apparently $6,600 million, and therefore $214 
billion would be approximately 40 percent of the total assets of the 
stock companies. 
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The Cuamman. The Chair wishes to emphasize the point it has 
mentioned before, that this bill does not take away anything you now 
have, nor does it limit your development of what you now have. 

You evidently have had fine management and you have grown and 
yrospered. There is an article in a recent issue of the magazine 
Fin ance that indicates possibilities of future growth but says the 
Lehman Bros. underwrote a stock company and had the privilege 
of buying 100,000 shares at a dollar a share, and that 100,000 stock 
option is now worth $2 million. 

That is just a erowth of 2,000 percent. If you have $500 million 
now, you can look forward to being larger than that, even though 
this bill should be enacted into law. 

Thank you very much. 

Mr. Jounson. Mr. Chairman, may I just comment on that? 

The Cuarrman. If you will be very brief. 

Mr. Jounson. The bill does deny the public the right to invest in the 
savings and loan business if they wish to. 

One other thought is that our product is money and T have not yet 
seen anyone control or corner the market on money. I think that is 
significant. 

The Cuarrman. The Congress saw fit to put a limitation on bank 
holding companies—to limit “the right to create new ones—and a lim- 
itation on the right of those that existed to operate a bank holding 
company with a farflung industrial empire at the same time. 

(Mr. Johnson’s prepared statement follows :) 





STATEMENT OF EpwaArD L. JOHNSON, EXECUTIVE VICE PRESIDENT AND MANAGING 
OFFICER, AMERICAN SAVINGS & LOAN ASSOCIATION, WHITTIER, CALIF. 


To the Chairman and Members of the Senate Banking and Currency Committee: 

My name is Edward L. Johnson, and my office is located at 210 East Philadel- 
phia Street, Whittier, Calif. I entered the savings and loan business in 1933 
and was associated with a State-chartered mutual savings and loan association 
for approximately 20 years. I then served as executive vice president of a 
Federal savings and loan association for 5 years. Currently I am the managing 
officer of the $200 million American Savings & Loan Association with offices 
located in Los Angeles County, Calif. 

I am here today in opposition to H.R. 7244 inasmuch as it is indicated that 
the purpose of this bill is to promote and preserve local management of sav- 
ings and loan associations by protecting them against encroachment by holding 
companies. The bill appears unnecessary in the absence of evidence that local 
management is not being preserved or that the public is being harmed. 

In my present capacity as manager of a holding company owned association, 
Iam more mindful than ever of the additional scrutiny being given to our oper- 
ation by a larger number of stockholders, additional certified public accountants, 
and the Securities and Exchange Commission. Widespread ownership is bound 
to inspire greater service and will quickly focus attention to poor management. 

The association which I manage was formerly owned by one family and it is 
now owned by a holding company with many stockholders. There has been no 
change in the board of directors, in management, in personnel, in lending poli- 
cies, or in the promotion of savings by virtue of the change in ownership from 
a company owned entirely by one family, and now more widely owned by stock- 
holders throughout the country. 

It is important that we recognize that the association—however it is owned— 
continues to operate under the same rules and regulations and laws of both 
the State of California and the Federal Government by virtue of our State 
charter and our membership in the Federal home loan bank and Federal Savings 
and Loan Insurance Corporation. 

There is no reason to believe that, as manager of this association, I would 
have any right to enter into any transactions other than those which would be 
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permitted by any other savings and loan association similarly chartered and 
insured. It is, therefore, my belief that any abuses which might come into evi- 
dence by virtue of a change in ownership of associations to holding companies 
can be adequately corrected by existing laws and supervision covering both 
mutual and stock associations. It does not seem to me to be appropriate to 
create needless fears when there is presently no evidence that existing laws and 
regulations are inadequate to control the savings and loan business. It does 
not appear to me to be logical to dictate who should have the liberty of invest- 
ing in the savings and loan business through stock ownership, any more than 
we should be concerned about who invests their money in a mutual savings and 
loan association where the account holders are considered the owners. 

Emphasis has been placed upon the fact that savings and loan associations are 
local institutions. I believe that the importance of this aspect primarily con- 
cerns the lending area of an association. This factor alone is the primary rea- 
son why I believe that local management will be preserved in order to fulfill 
the lending needs of the area in which the association is located, and has author- 
ity to make loans 

The other primary purpose for a savings and loan association is to encourage 
thrift. It is reasonable to believe that as the number of stockholders in savings 
and loan associations increase through the vehicle of holding companies there 
will be a larger number of people who will have a strong interest and confidence 
in this business. It is only logical to believe that they would be the first to choose 
savings and loan associations for their own savings, and would be a strong factor 
in encouraging their friends to use the facilities of the association. Widespread 
stockownership is another means of creating sincere loyalty to the industry 
which is dedicated to meeting the largest segment of the home financing needs 
of our Nation. 

I believe that a broad group of stockholders made possible by holding com- 
panies actually creates a more mutual ownership than exists when there are 
very few owners of a business, or when a mutual business is controlled by a few 
people. This is a healthy pattern of all American business, and our most suc- 
cessful corporations Serve better by virtue of broad ownership. 

I believe it is unfortunate that the proposed bill suggests the possible termina- 
tion of the insured status of an institution because of the sale or transfer of 
private property, and without any indication of unsound practice. It is impor- 
tant to remember that the Congress of the United States provided insurance of 
accounts to stabilize the confidence of the American public in these thrift institu- 
tions which have served so well through the years. I believe the provisions for 
termination of insur2snce will disturb the public, even though notice of such with- 
drawal of insurance would be given. I would, therefore, recommend to you 
that this aspect of the bill under consideration be appraised from the overall 
effects it may have upon the value of insurance of accounts. 

In closing, I wish to express appreciation for the privilege of presenting this 
point of view, that holding companies do not destroy local management, and 
that there is every opportunity for the well-managed mutual associations and 
stock associations to coexist and to serve the public in the areas for which 
they are chartered—regardless of ownership. 


The Cuarrman. We must hurry on. We have only 30 minutes left. 
The next witnesses are from California. 

I will call on Mr. Robert L. Lynch, president of the Huntington 
Park First Savings & Loan Association, Huntington Park, Calif., 
and then we want to hear from Mr. Hardin Holmes, Denver, Colo. He 
was originally scheduled for tomorrow, but since he is here we decided 
to give him an opportunity to appear today. 

Mr. Lynch, your prepared statement will appear in the record. 

_ Will you summarize it for us in approximately 10 minutes? 


STATEMENT OF ROBERT L. LYNCH, HUNTINGTON PARK, CALIF., 
FIRST SAVINGS & LOAN ASSOCIATION 


Mr. Lyncu. I will be glad to, Mr. Chairman. Most of the things 
I was going to say have already been said. I would like to point out 
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one thing for Senator Douglas, that there is another association in 


california that is not a holding company that has assets in excess of 
a half billion dollars. 


Senator Dovueias. Where is that? 
Mr. Lyncn. Home Savings & Loan. 
Senator Dovatas. Where is that located ? 

Mr. Lyncn. Los Angeles, Calif. 

The other point I would like to bring out is that if all the stock 
companies in the United States were owned by holding companies, it 
would represent less than 10 percent of the total assets of the savings 
and loan industry. 

One other point Mr. Johnson brought out is that the Federal Home 
Loan Bank Board just authorized the merger of two large corpora- 
tions in the State of California in which the surviving entity expanded 
its area beyond the 50-mile radius, and that destroys pretty much the 
idea of local management and homeownership. 

The rest of the statement that I had planned to make has already 
been given. 

The Cuatrman. Thank you very much. 

















STATEMENT OF Rospert L. LyncuH, HUNTINGTON PARK, CALifF., First SAVINGS 
& LOAN ASSOCIATION 








Mr. Chairman and members of the committee; my name is Robert L. Lynch. 
My business address is 2650 Zoe Avenue, Huntington Park, Calif. I am presi- 
dent of Huntington Park First Savings & Loan Association. 

I appreciate the privilege of appearing before you this morning. 

I oppose the enactment of H.R. 7244. This bill, in its present form, serves 
little, if any, purpose. Most of the holding companies that were going to be 
formed have already been completed. Rather than have a bill prohibiting holding 
companies, there should be a bill regulating them. 

Other arguments advancing the techniques of holding companies in California 
by the proponents only serve to bring up the fact that H.R. 7244 would be better 
to regulate, as there are now numerous holding companies in existence in the 
State of California. 

Arguments have been made that creation of holding companies would destroy 
the character of the savings and loan business as it is known today. One such 
argument was that the 50-mile lending limit would be lifted. Recently the 
Federal Home Loan Bank Board authorized the merger of two large Federal 
associations in the State of California. The surviving entity is now the largest 
Federal savings and loan association in the United States. Also the surviving 
entity, by using the devices evolved, now has a lending area that extends far 
beyond the 50-mile lending limit that is so often referred to by proponents of 
this bill. 

In previous testimony it was stated that since the establishment of the 
first savings and loan association in 1831 the original basic characteristics of 
local operation continues. From this we can draw that great changes have 
taken place in the associations that are now part of holding companies. Quite 
the contrary is true. They have retained their original characteristics and 
have added the thinking of competent persons who have been added to their 
boards of directors. 

From other statements that have been made you will discover that the value 
of the stock of existing stockholders could be severly impaired by the passage 
of this bill as it is presently written. Upon the death of the principal stockholder 
of an association, the widow and family would be forced to sell at a reduced 
figure to meet expense connected with the death and inheritance taxes. 

If this bill, H.R. 7244, is to pass, no group without exception, meaning the 
Federal home loan bank, the U.S. Savings & Loan League, the National Savings 
& Loan League, the California Savings & Loan League, and no individual who 
has already testified believes that it should pass in its present form. 

In closing, let me emphasize that the passing of this bill would not serve the 
public’s interest. I, therefore, respectfully request that you not approve this 
proposed legislation. 
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I wish to thank you for your attention and consideration and I will attempt 
to answer any questions that may be asked to the best of my ability. 

The Cuarreman. The next witness will be Mr. Hardin Holmes, 
Guardian Savings & Loan Association of Denver, Colo. 

Mr. Holmes, we will be glad to hear from you. 


STATEMENT OF HARDIN HOLMES, GUARDIAN SAVINGS & LOAN 
ASSOCIATION, DENVER, COLO. 


Mr. Hotmes. Mr. Chairman and the committee, I represent a rather 
small savings and loan association. 

Our feeling is that perhaps the actual effect of this bill would be to 
discriminate in favor of what at least in Denver are the larger mutual 
associations, against the very much smaller stock assoc iations. 

In Denver we have just two mutual associations whose assets are 
almost equal to those of the other 15 savings and loan associ iations of 
all types in the Denver metropolitan area. 

I have set forth some of the other statistics in that regard in my 
statement. 

The bill does nothing at all, apparently, to prevent mergers, as I say, 
at least in our area, of these lar ger mutual associations, whereas it does 
operate to deny some of the benefits of additional size to smaller asso- 
ciations such as ours which feel they can obtain continuity of manage- 
ment, increased liquidity, and offer better and more fluid loan services 
to the community if they do have the additional resources of a holding 
company behind them. 

We feel that the total amount of business actually represented by the 
stock companies, certainly in Colorado, is so small in comparison with 
the resources and the size of the mutual companies which are not 
affected at all by this bill, that it is discriminatory against us. 

It also seems strange, perhaps, that the Federal Government would 
want to regulate the cor porate organization of these relatively few 
State-chartered organizations in what are apparently relatively few 
States, by tacking “something onto an insurance bill which of course 
has nothing to do with the insurability of the associations involved or 
their ability to safeguard the depositors’ investments. 

Thank you very much. 
The Cuarrman. Any questions of this witness ? 

Senator Doveras. I would like to ask the witness what the total 
assets of the Guardian Savings & Loan Association are? 

Mr. Hotes. About $17 million, sir. 

Senator Dove.as. I find there are 21 stock companies with assets of 
$234 million. 

Are you owned by a holding company ? 

Mr. Hotes. Yes, but it does not own any other savings and loan 
associations. It is the Centennial State Association. 

_Senator Doveias. Does it hold any other businesses ? 

Mr. Hortmes. No. 

Senator Dovetas. Just yours ? 

Mr. Hotmes. That is right. 

Senator Dovetas. Are there any other savings and loan associations 
in Colorado which are owned by holding companies; more than one 
association ¢ 
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Mr. Hoimes. As far as I know, there is only one savings and loan 
association in Colorado which is owned by a holding company. That 
is a small association with about $35 million in assets, which is owned 
by one of these terribly large, apparently, California companies. 

For example, two small Colorado associations, if this bill were en- 
acted, could not combine themselves to strengthen themselves. ‘Two 
associations such as Guardian would be one-third of the size of one of 
the mutuals. 

Senator Doveias. What is the size of the holding company which 
controls the other ? 

Mr. Hotes. I would be happy to supply that. I do not have 
it now. 

Senator Dovertas. Would you supply that information ? 

Mr. Hotmes. Yes. (See p. 105.) 

(Mr. Holmes’ prepared statement follows:) 














STATEMENT OF HARDIN HOLMES, GUARDIAN SAVINGS & LOAN ASSOCIATION, 
DENVER, COLO. 













Mr. Chairman and members of the committee, my name is Hardin Holmes, I 
am a member of the law firm of Ireland, Ireland, Stapleton & Pryor, 420 Denver 
Club Building, Denver, Colo. I have been asked to appear here on behalf of 
Guardian Savings & Loan Association of 1536 Welton Street in Denver and 
its president, J. L. Baily, who was unable to be here today. 

We oppose the enactment of H.R. 7244 because we believe that the principal 
effect of this bill would be to discriminate in favor of the large mutual savings 
and loan associations in our State and against the smaller permanent stock 
companies like Guardian. As you know, the bill applies only to about 5 percent 
of the savings and loan associations in the United States, all of them located 
in 13 States. In the Denver area it would limit the ownership of the 11 State- 
chartered permanent stock associations with total assets of approximately $185 
million on December 31, 1958, while it would not affect the operations of 6 
mutual associations in the same area which have combined assets of more than 
$288 million. The largest stock association has only half the assets of the larg- 
est mutual association. The assets of the only savings and loan association in 
Denver owned by a chain are only three-tenths as large as those of the largest 
mutual savings and loan associations. In fact, the assets of the 2 largest 
mutual associations in Denver are almost equal to those of all the remaining 15 
associations, permanent and mutual stock combined. 

Figures available to us indicate that the same trend toward concentration 
of assets in nonstock companies also is true nationally. Therefore, we believe 
that permanent stock companies are simply too small a part of the total 
picture for their common ownership to have a substantial effect on competi- 
tion wihin the industry. 

The discriminatory effect which the bill would have is pointed up by the 
fact that it does not purport to limit or control continued mergers between 
these larger institutions and other large or small mutual associations. Neither 
does it restrict their continued expansion by the addition of branch offices. 

On the other hand, there are many benefits to both the community and 
the individual permanent stock savings and loan associations from holding 
company ownership. Primarily it gives these smaller associations sufficient 
liquidity so that they can offer more flexible credit facilities to the community 
which would not be available if they were limited to their own resources. 
They can do this both through participation in loans with affiliates and by 
increasing their lending capacity through contributions from the parent com- 
pany. At the same time the local character of the loan is retained since 
it continues to be originated and handled by a local entity which is managed 
by individuals in the local community. 

Holding company management also gives the smaller permanent stock asso- 
ciation increased financial stability, since the smaller resources and reserves 
of the local company may be backed up in time of need by those of the parent, 
thus safeguarding the depositor. The parent company is able to provide man- 
agement services and continuity of management which frequently are not 
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available to the smaller perament stock associations which, because of their 
size, necessarily have a limited staff whose efficiency can be impaired by the 
loss of one or two members. Too few openings for executive personnel have 
made it difficult to attract topflight personnel to the industry. 

Marketability of stock is another advantage which frequently is denied 
permanent stockholders of savings and loan institutions. Combination also 
permits continuity of ownership, decreasing the rapid and unsettling turnover 
in ownership of smaller associations which we have experienced in Colo- 
rado, where a few controlling stockholders may be forced to liquidate their 
investments or wish to take a profit. 

The fact that the associations which would be affected by the proposed 
legislation are located only in 13 States and primarily only in a few of those, 
serves to emphasize the fact that no Federal savings and loan associations 
would be subject to the provisions of the bill, whose scope is limited to a 
relatively small number of State-chartered associations, restrictions on whose 
organizational form and ownership might more appropriately be made by 
the same States which granted their charters. 

Instead, the proposed bill would add to deposit insurance legislation, which 
originally was enacted to safeguard the savings capital of individual depositors, 
a provision which would have the exact opposite effect, if any, by preventing 
the strengthening of smaller permanent stock associations and which at the 
least seems to have no visible effect on the financial soundness or risk of loss 
in these assuciations. 

For the foregoing reasons, we respectfully request that this committee dis- 
approve the proposed legislation. Thank you very much for your attention. 


The Cuatrman. Now, we want to hear from Ohio. 
We understand Mr. Alexander Mintz, president of the Shaker Sav- 
ings Association of Shaker Heights, Ohio, is here. 


STATEMENT OF ALEXANDER MINTZ, PRESIDENT, SHAKER SAVINGS 
ASSOCIATION, SHAKER HEIGHTS, OHIO 


Mr. Mintz. My name is Alexander Mintz. I reside in Shaker 
Heights, Ohio, a suburb of Cleveland. 

I am president and general counsel of the Shaker Savings Asso- 
ciation. 

The CHarrman. Without objection, your full prepared statement 
will appear in the record. 

Mr. Minrz. Yes, sir. I do not have it with me. I was scheduled 
to testify tomorrow. I have no notes and ask you to bear with me by 
reason of that fact. 

There are no holding companies in Ohio at this time. And speaking 
for myself, as a large stockholder, the members of my family and 
myself, we have no pressing interest in dealing with a holding company 
if one should be formed. 

There are some deep questions, I think, in this case that have not 
come to light in this hearing, and I should like to try to be helpful to 
this committee. And that is that the motivation behind this bill has 
not yet been made clear. 

I think this bill can only be considered along with other bills and 
recommendations made to the Congress. 

For example, there is a bill now pending, recommended by the Fed- 
eral Home Loan Bank Board, that a State-chartered mutual may not 
convert to a State-chartered’ stock company on pain of losing its 
Federal insurance deposits. 

While the law now permits a Federal to convert to a State-chartered 
company, it is easier for a came] to get through the eye of a needle, as 
the Biblical saying goes, than it is for a Federal to convert. 
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There have been no evils pointed out as a result of this holding 
company operation—and Great Western has been in operation fro some 
years. There have been no complaints, no inequities, no injustices, no 
ee We have here a case of anticipatory guilt. 

I do not think that you can understand this bill, “Sen: ators, unless 
you consider the other bills. 

What it all boils down to is that there is room for prejudice in this 
world. Some people think mutuality is a great thing, and I think 
they have a right to think that. I belong to ‘the camp that believes in 
private property. I believe my wife and children should have a 
right to inherit. I believe the opportunity to make a profit is an in- 
centive and that a profit is not taken away from somebody else, but is 
a reward for service rendered by reducing the cost of the article sold. 

I cannot accept the implication, even if it is unexpressed, that there 
is something wrong with these very ingenious people out on the west 
coast who recognized the capital of these savings and loan companies 
was not being fully utilized. So they bid for the stock in these com- 
panies, sold stock to the public; the stock has gone up; everybody is 
happy ; everybody is making money. 

I do not believe it is wise to pass legislation that may be rather 
defective and may work a serious injustice on people; as is apparent 
this morning. 

I would like to address myself, if I may, to one or two of the cliches 
that have been developed in some of the testimony. 

Let us take this monopoly business. You Senators have already 
heard that the stock companies have a small minority in this business. 

The Cuarrman. Are there any questions of the witness ? 

Senator Dovetas. I would like to ask this question. It is a matter 
about which I am not informed myself. 

As you know, Mr. Mintz, there has been a great struggle in Con- 
gress on the proper taxation of cooperatives, and there has been a very 
strong movement to say that the savings made by cooperatives are 
profits and should be taxed as the profits of corporations are. 

In opposition to this, it has been said that cooperatives are mutual 
organizations and that the savings thus made and distributed to mem- 
bers are not profits in the ordinary sense of the term, but savings 
which are shared in rough proportion to the amount of business they 
do with the cooperative, rather than in proportion to the amount of 
stock which they hold. 

I am not quite certain how this works out in connection with the 
insurance industry, because that is complicated. But it is true, I 
think, that in the field of the producer cooperatives, that is so. 

I want to ask: Do the stock companies have the same tax provisions 
as the mutuals? 

Mr. Mintz. The tax is no different for any type of savings and 
loan—mutual or stock—than it is for any other corporation. We pay 
a 52-percent tax. We have this saving clause, which is based not on 
mutuality at all, but is based on the loss experience of the industry. 
Congress arrived at a formula of 12 percent based on the fact that 
during the last depression, the losses approximated about 16 percent. 

Banks have loss reserves; finance companies and merchants do. In 
those cases they are based on the individual experience of the indi- 
vidual company or bank. 



























6 SAVINGS AND LOAN HOLDING COMPANIES 


Congress in its wisdom, for the savings and loan industry, decided 
to do away with that individual investment business and simply said 
in the light of the experience in the depression that they were going 
to establish 12 percent as being a fair loss reserve for the industry. 

It has nothing to do with mutuality at all, gentlemen, in my opinion. 
And I think there is much in the records to indicate the mutual argu- 
ment was not persuasive at the time the income tax was applied to 
savings and loan companies. 

Senator Doveuas. I think this is a matter, Mr. Chairman, that the 
staff ought to pursue. But let me say that it was my impression that 
the savings distributed to members of the mutuals did not have the 
52-percent tax applied to them, but were only taxed once they went 
into the income that the individual thus received. 

There is a problem on the reinvestment of the surplus. Is that not 
your understanding ? 

Mr. Mintz. No, sir. If I understand your question correctly, Sen- 
ator, when the reserves of a mutual are accumulated up to 12 percent, 
it pays tax like any other corporation without any regard to its being 
a mutual whatever. 

Senator Dovueias. You say 52 percent / 

Mr. Mintz. A 52 percent regular corporate rate when they have 
met their loss reserve requirement. They are no different than any- 
body else. 

So the mutuality argument is absolutely incidental to all these 
things. There is just a preconceived and unexpressed bias. That is 
the conclusion I have come to. 

Gentlemen, may I address myself to this point: When the Congress 
provided for Federal insurance of deposits, it said it was avail: ible to 
all savings and loan companies, whether they were mutual, State- 
chartered mutual, State-chartered stocks, or Federal. There was no 
discrimination in the law. And they all were given it if they could 
meet the requirements as to solvency, good management, assets, and 
so on. 

Why must we have a law submitted to this Congress that if a State- 
chartered corporation—not a creature of the Federal Government— 
which has been in business for many years and already has Federal 
insurance of deposits, may not deal with its own State and change its 
corporate person: ality somewhat by converting from mutual into 
stock? But these gentlemen say no, “On pain of losing your Federal 
insurance.” 

See the difference in attitude? 

Senator Doveias. But that is a different bill. 

Mr. Mintz. But the point I am making is that if you look at all 
the bills, there is a pattern. 

Senator Doveras. I am reluctant to believe this about the Federal 
Home Loan Board. I see before me Mr. Ira Dixon whom I always re- 
garded as the soul of responsibility. 

Mr. Minrz. I am sure that he is. 

Senator Douctas. I would be reluctant to believe that he was out 
to wreck the private property system. 

Mr. Minrz. Oh, not wreck it, just let it shrivel on the vine. 

Senator Doveias. Or Mr. Robertson, the Chairman of the Board, 
who is a very eminent man in C alifornia. We all know Mr. Hallahan. 
These are very grave charges you are leveling against these gentlemen. 
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Mr. Mintz. It is not a charge but a statement of fact. Would you 
ask Mr. Hallahan or Mr. Dixon if they have sponsored a bill that a 
State-chartered mutual would lose its Federal insurance if it converts 
to stock ¢ 

The CyarrMan. The chairman will have to say we are going to 
have to enforce the rule about germaneness. We have to stick to the 
present bill. 

We thank you very much. 

Mr. Mintz. I beg your indulgence for a moment. In Cleveland, 
Ohio, there were, in “1946, 41 State-chartered stock companies. Toda 
there are 22. Had there been a holding company in Ohio, I believe 
most of those 41 companies would still be in business. Therefore, the 
holding company device is an antimonopoly measure rather than 

tending in the other direction. 

The Cuamman. We thank you very much, Mr. Mintz. 

(Mr. Mintz’ prepared statement follows:) 


STATEMENT OF ALEXANDER MINTZ, PRESIDENT, SHAKER SAVINGS ASSOCIATION, 
SHAKER HEIGHTS, OHIO 


My name is Alexander Mintz. I reside at 18311 Sherrington Road, Shaker 
Heights, Ohio. I am president of and general counsel for Shaker Savings Asso- 
ciation, located in Shaker Heights, Ohio, a suburb of Cleveland, Ohio. Shaker 
Savings Association is a State-chartered, permanent stock type of building 
and loan association, with assets currently of approximately $83 million. My 
immediate family and other relatives own a substantial amount of the stock 
of the company. 

(1) The resolution is essentially prohibitory and negative in character. 

(2) When competition in the marketplace can automatically do the correcting, 
it is always to be preferred to regulation, with its concomitant of increased 
bureaucracy. 

(3) Restrictive, regulatory legislation should always be the last alternative 
and based on more than mere conjecture and supposition. “Anticipatory guilt” 
is an unpleasant E uropean concept not to be encouraged by the U.S. Congress. 

Our basic premise is that freedom of contract is the essential mainspring of 
the American economy and way of life and should not be restricted nor inter- 
fered with except and unless there is an overriding public necessity. All citi- 
zens, Whether individuals or corporate personalities, are entitled to the fullest 
possible exercise of their talents and abilities in the interests of a flexible, 
dynamic, responsive and growing economy, such exercise to be consistent with 
the public welfare. 

The public, represented by Congress, has three legitimate demands to make 
on the savings and loan industry: 

(1) Itis entitled to have a safe place for its thrift funds; 

(2) It is entitled to have a ready source of mortgage money for its 
proper home purchase needs; 

(3) It is entitled to have a generous area of selection among competitors. 

Using these tests, the only conclusion to be drawn from the facts is that the 
resolution should be defeated. 


BENEFITS CONFERRED BY HOLDING COMPANY OPERATION UPON ITS AFFILIATED 
SAVINGS AND LOAN COMPANIES 
I. Management 


By reason of the revolutionary growth which has taken place in both banking 
and the savings and loan industry, it is universally recognized that the No. 1 
problem confronting both these branches of the American financial community 
is the problem of adequate management equal to its responsibilities in the ever- 
growing and the ever more complex society in which we live. Insurance of de- 
posits, while important, without responsible and capable management is of no 
avail. Hundreds of insured savings and loan companies in recent years have 
gone out of business because they lacked adequate and competent management 
to carry on; likewise in banking. See page 142 of the Annual Report of the 
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Federal Deposit Insurance Corporation for the year ending December 31, 1958, 
where the following statement appears: 

“Since January 1, 1934, slightly over 3,000 banks have ceased operation be- 
cause of absorptions, consolidations, and mergers.” 

The holding company operation tends to preserve the small bank or savings 
and loan enterprise by assuring the existence at all times of a substantial poo! 
of skilled management. There are cases too numerous to catalog of small 
worthy institutions which would not have gone out of business had they had 
the opportunity of affiliation with a holding company operation. 

II. Operating efficiency 

Rapid growth of financial institutions has been paralleled by rapid growth of 
revolutionary and ingenious electronic equipment. The initial cost of such 
equipment is especially high and beyond the range of the smaller and medium- 
sized institutions. The large companies can afford it, and by reason of the 
economies and greater efficiency brought about by the utilization of such equip- 
ment, become thereby in an even stronger competitive position. There has 
been much talk in banking literature about the possibility of working out co- 
operative arrangements for the acquisition and use of such equipment; see U.S. 
Investor for July 25, 1959, article entitled “ABA Committee To Study Group 
Electronic Use. Cooperative Ventures by Small Banks Will Be Aim of Newly 
Launched Study.” The difficulties involved in such cooperative effort among 
small institutions are almost insurmountable. Lack of personnel able to cope 
with technical know-how, reluctance to contemplate the possibility of competi- 
tors having access to confidential records, etec., represent currently an im- 
portant obstacle. The holding company is admirably suited to cope with the 
research and technical problems involved in such installations and operations. 
The fear of competitive abuses is automatically eliminated. 

III. Cooperative advertising 

Few small institutions can afford, or think they can afford, professional ad- 
vertising talent on their staffs. With limited budgets the type of advertising 
programs they are able to develop are relatively ineffective. Holding com- 
pany affiliation solves this problem. 


IV. Knowledge of the U.S. Government markets 

With the rapid growth of the savings and loan industry, a concomitant to 
this growth has been the increasing amount of savings and loan investment in 
U.S. Government and U.S. agency bonds and securities. At the U.S. Savings & 
Loan League management conference held in April of this year one of the dra- 
matic presentations made by members of the U.S. league staff dealt with the 
experience of a representative number of savings and loan companies in this 
relatively new investment field. The findings of the league were of serious 
deficiencies in the required knowledge and the skill for this type of operation. 
The holding company has much to contribute in this ever-growing facet of the 
savings and loan industry. 
V. General expertise 

The savings and loan industry has been blessed with two remarkably good 
trade associations, the U.S. league and the National league, which have made 
an invaluable contribution to the members of the industry in the last few decades. 
Nevertheless, the value of the leagues as a source of expertise is somewhat lim- 
ited. Members tend at league meetings to keep other than the trite and hack- 
neyed type of information to themselves as long as they can for fear that their 
competitors across the street will obtain, without effort, what might be im- 
portant trade secrets. Recognition of this deficiency has led to the creation of 
a group in the U.S. Savings & Loan League called the exchange group. The 
savings and loan managers belonging to this group have been chosen from scat- 
tered communities throughout the country so as to avoid valuable tips or in- 
formation getting to their across-the-street competitor too soon. Each holding 
company constitutes a natural type of exchange group or family where parenal 
guidance may be furnished to members of the family without restraint. 


WHAT THE HOLDING COMPANY DOES NOT DO 


I. The monopoly myth 


It is asserted that holding companies bring about an undue concentration of 
economic power and are monopolistic. This is certainly a myth which should 
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be recognized as such. There are approximately 6,200 savings and loan asso- 
ciations in the United States (see Savings and Loan Fact Book for 1959, U.S. 
Savings & Loan League, Publishers, at p. 72). Of these 1,807 are federally 
chartered and 2,082 are State chartered. The federally chartered associations 
are all by law mutuals. Of the 2,082 State-chartered associations only 475 are 
of the permanent stock type. These are scattered throughout 14 States which 
have this type of savings and loan company. If every single stock company in 
the United States were to affiliate with holding companies, the holding com- 
panies would represent less than 10 percent of the business. When we. consider 
that this number is scattered over 14 States, nothing could be more apparent 
than that undue concentration of power or monopolistic tendencies through the 
use of the holding company type of affiliation are utterly impossible. There is 
not a single community in the United States where the permanent stock-type 
company exists to the exclusion of the mutual-type, be they State or federally 
chartered. Whether it be Cleveland, Ohio, or Los Angeles, Calif., the represen- 
tation of the Federal type is so substantial that any such trend as imagined by 
the proponents of the resolution would be impossible. If the local affiliates of a 
holding company paid less than the going rate on savings, they would immedi- 
ately face competition from the surrounding mutuals. If they charged too much 
on mortgage loans, the same competitive pressure would automatically regulate 
and control. Actually, the competitive advantage is all with the mutuals as 
against the stock type of company, since the stock type of company must not 
only earn interest for its depositors at going rates, but is under obligation to 
provide a dividend to its stockholders, a burden which does not exist in the case 
of the Federals. 

(That the stock type of company has been able to meet such additional burdens 
is proof of the incentive toward efficiency which results from the need to pro- 
vide such dividends to stockholders. That it has met this challenge with flying 
colors is evidenced by the fact that ever since the organization of the Federal 
Savings and Loan Insurance Corporation, the resources of the Federal Savings 
and Loan Insurance Corporation have never been needed for assistance to a 
permanent stock type of company. In every case where such assistance has 
been needed, the FSLIC has come to the aid of mutuals, either State or federally 
chartered. On August 5, 1958, in response to an inquiry, Mr. Lyndon R. Day, 
Director of the Division of Federal Home Loan Bank Operations, wrote as fol- 
lows: “The 38 cases in which the Federal Savings and Loan Insurance Corpora- 
tion gave financial assistance, in order to protect the interests of insured savers 
involved 23 federally chartered associations and 15 State-chartered associations. 
All 15 State-chartered associations were mutuals.” ) 


IT. The savings and loan holding company development is antimonopolistic 


Attached to this statement and incorporated by reference herein is an analysis 
of what has happened to State-chartered permanent stock companies in the 
Greater Cleveland area since 1946. This schedule shows a very substantial re- 
duction in the number of such companies in Cuyahoga County in the past 14 
years, a drop from 41 charters to 22. Apart from the three conversions to Fed- 
eral charters, in all the other cases the sellouts were motivated (1) by manage- 
ment becoming either aged or otherwise incapable of coping with modern com. 
petitive pressures, or (2) induced by estate tax problems of the principal stock- 
holders. In virtually every sellout such result would have been prevented had 
there been an opportunity to affiliate with a holding company. An outstanding 
example is that of the Equity savings & Loan Association, one of the oldest, 
best, and largest companies in our community. The Frackelton family owned 
26 percent of the stock. The sellout occurred approximately 5 years ago because 
Mr. Frackelton had an estate tax problem and needed cash in order to avoid a 
forced liquidation after his decease. There were two companies in contention 
for the Equity Savings & Loan—Shaker Savings Association, of which this 
witness is president, and the National City Bank of Cleveland. Shaker Savings 
by virtue of the Federal Savings and Loan Insurance Corporation regulations 
and restrictions was unable to offer to purchase assets for cash and could offer 
only merger. Merger would not solve Mr. Frackelton’s problem and therefore 
the sellout to the National City Bank resulted. The Equity Savings & Loan 
Co. had an outstanding board of directors and all of them had an intense 
pride in the institution. Had the holding company type of affiliation been pos- 
sible, there can be no question but that the stockholders would have sold their 


— for full book value or better, thereby perpetuating the life of the business 
tself. 
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The same thing would have been true in almost all the other sellout cases. 
The holding company device is the one and only method of preventing further 
attrition among the State-chartered permanent stock type of companies. In 
helping to perpetuate the corporate lives of the various independent stock-type 
savings and loan companies, the holding company program is an antimonopoly 
program. An interesting applicable coment in the parallel banking field will 
be found on page 1 of Russell F. Prudden’s Digest of Investment and Banking 
Opinions for August 11, 1959, as follows: 

“Another banker said he favored lifting ban on holding companies as they 
served as ‘a harbor of refuge to banks in trouble and poorly managed banks,’ 
and had provided an advantageous market for depressed shares of closely held 
banks. However, he and other bankers believe district lines should remain 
unchanged, and wants home office protection for small banks continued. A 
Marine Midland official commented that the holding company’s main office had 
permitted independent election of directors and had not attempted to dictate 
local policies.” 


III. The holding company is not in derogation of the local character of its 
affiliated members 

The day after the stockholders of a savings and loan either sell their stock 
for cash or exchange for stock in a holding company, the local character of the 
company is exactly the same as it was the day before the transaction was con- 
summated. The savings and loan industry is probably the most regulated in 
the United States. Every single law, rule, and regulation fixing the nature of 
the operation of the savings and loan company remains unchanged in the 
slightest degree by virtue of holding company affiliation. 

Naturally for competitive reasons the holding company would want the local 
character of the institution maintained with respect to personnel, principal 
managing officers, and directors. There has been no known instance of a hold- 
ing company replacing suitable key personnel or qualified directors. 

The savings and loan industry is an evolving industry. While in certain 
fundamental respects it has not changed since the historical beginnings of the 
industry in the 1830's, it can hardly be said that the savings and loan company 
of today is a counterpart of the savings and loan company of 50 or 100 years 
ago. The purchase on a national scale of guaranteed mortgages, the purchase 
on a national scale of participations in conventional loans, and many other modern 
devices currently used in the industry represent an almost complete break with 
tradition. This evolution is a wholesome and natural one in order to keep the 
industry abreast of the needs of the American public. The contribution that 
the industry has made in the housing field does not require documentation. In 
this evolutionary process the development of the holding company is a natural, 
wholesome, and constructive step and will further strengthen the ability of the 
industry to service the public adequately. Any attempt to stratify his industry 
should be looked at with a jaundiced eye. The essence of democracy is diversity 
and change.. A flexible and dynamic economy is an essential to American 
growth and strength. A big strong, and growing America requires not only 
little businesses, but also its essential counterpart—big and strong industry. 


IV.Is too much profit being made by the holding company promoters? 


It seems almost incomprehensible that in America, the bastion of the institu- 
tion of private property and capitalism, it should be necessary for any one be- 
lieving in this way of life to need to justify the contribution being made by 
American business leaders and investors in the growth and development of 
our way of life. Dr. Edwin G. Nourse, former Chairman of the Council of 
Economie Advisers, in an article appearing in the U.S. Investor dated June 6, 
1959, at page 31, entitled “The Changing Pattern of Our Economy,” stated at 
page 34: 

“I am not so naive as to suppose—or to desire, for that matter—that self- 
interest should cease to be a great motivating force or even the dominant 
motive in the actions of ‘the economic man.’ ” 

Legal ingenuity and business engineering are an essential ingredient in any 
flexible industrial society. Companies within industries and entire industries 
are constantly on the move. Mergers, consolidations, sellouts and holding com- 
pany takeover-bids are a few of the mechanisms of change. By the logic of 
the marketplace property that is not fully or properly utilized will always be- 
come attractive to any buyer that can make it more profitable. The takeover 
bid simply applies that logic, and justifiably so. Some people in the Great 
Western case were imaginative, brilliant, and resourceful enough to bring into 
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the savings and loan industry a new economic tool. It is not easy to pioneer 
or invent, and whoever the promoters were, they deserve the profits of their 
ingenuity. The objection to the profit they take smacks of Marxian philosophy 
that profits can be made only at the expense of others. It is the private enter- 
prise concept that both parties to a bargain make a profit, each one getting 
satisfactions and gratifications out of the exchange of property that the other 
had to offer and was willing in turn to exchange for his gratifications and 
satisfactions. 

That no one was taken advantage of in the Great Western case (without 
going into the basic protection provided by SEC regulation) is made abun- 
dantly evident by the very substantial rise in the market price of the holding 
company’s stock. To say that all of the parties involved in the transaction are 
most happy with the results obtained, is indeed an understatement. 


V. The antiholding company resolution in pari materia to other pending proposals 

A better insight into the basic motivation behind the proposed legislation may 
be had if study is made of other proposals by the same proponents. Proposals 
have been submitted to Congress that Federal savings and loans be prevented 
from converting to State-chartered associations; that if a State-chartered mutual 
association convert into a State-chartered permanent stock type of company, 
it automatically forfeits its Federal Savings and Loan Insurance Corporation 
insurance of deposits; that is, Federal insurance of deposits is to be used as a 
weapon for gradual coercion of the entire savings and loan industry into a 
monolithic pattern designed by Federal supervisory authorities. Deprivation of 
insurance is to result though the risk position of the insurance corporation would 
be either unaffected or improved. 

When provision was made in the thirties for Federal chartering of savings 
and loan associations and for the Federal Savings and Loan Insurance Corpora- 
tion, Congress was careful to make clear its intent that all savings and loan 
associations otherwise qualified should be eligible for insurance of deposits by 
the FSLIC, whether State or federally chartered, capital stock or mutual. The 
law also specifically provided for conversion of Federals to State charters. Fed- 
eral supervisory authorities then went to various of the State legislatures and 
urged the adoption of legislation which would permit conversion of State- 
chartered companies to Federal charters, since Federal legislation provided for 
such conversion from Federal to State type. Many State-chartered companies 
throughout the country, in reliance upon this two-way street legislation, con- 
verted to Federal charters. The good faith of Congress has been pledged in this 
legislation. Federal conversion to State charters has become virtually adminis- 
tratively impossible, despite laws on the books so providing. 

When all these pending proposals are studied in pari materia, a basic pattern 
of unwarranted bias against the stock type of company is apparent, regardless of 
the frequency with which Federal supervisory authorities publicly pay lip serv- 
ice to the dual system of charters. 

Respectfully submitted. 


Roster of State-chartered savings and loan associations for Cuyahoga County 
(Greater Cleveland), Ohio, in 1946 and thereafter 


{Source: Report of Division of Building and Loan Associations, State of Ohio, for 1946, 
at p. 50, and for 1957, at p. 129, et seq.] 


Betas Beavis & F080 Ob. ak micininewan noe ccewea je Permanent stock. 
NE Se RE SR OOO on a8 5. casa omega eee eae nceaens Do. 
Checrin talia eames & PORT OO i inn a ented tenes Do. 
Broadview Savings & Loan Association_________-_-_-_-_--~_-. Do. 
Seema ITS eT i sentences mshi epdereewmnie Do. 
Duvenors Bavanes & ioan (0... <i n sn ee idee Do. 
pr I A ater an eloe Do. 
NOG, i RNIN AD ae cies ainsi ba encienssn cee Do. 
SN SRAaIR Uh AARNE Oe ARIE ccs cect ew cee ws ia ecm Do. 
Lincoln Heights Savings & Loan Co.--~-----------~--~~~- Do. 
NN OIRO lc TA ae teremrninee Do. 
Lithuanian (Superior) Savings & Loan Association____-_~ Do. 
McConnell (Ridgewood) Savings & Loan Association____ ~~~ Do. 
Northern Ohio Savings & Loan Association________-_____- Do. 
An EE eR in asiaeeniempmionenenens Do. 
Parkview Savings & Loan Association__.___---_-- SA Do. 
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Roster of State-chartered savings and loan associations for Cuyahoga County 
(Greater Cleveland), Ohio, in 1946 and thereafter—Continued 


Peoples Savings & Loan Association____._________________. Mutual. 
Progress Savings & Loan Association__________..________. Permanent stock. 
Provident Building & Loan Association___________________ Do. 
Pradential Savings & loan Co......................... ced Do. 
Quincy Savings & Loan Co____--__-_____-- iteiebetieniniah —— Do. 
OE EE: a ee ee Do. 
Romanian (Pioneer) Savings & Loan Co_________________ Do. 
re CU OUR VA OU cctscn cnipeinwininne Do. 
St. Hyacinth’s Savings & Loan Association.___.___________ Do. 
aera UO ONO Oe DD cast es nha im eeninoncmmeeen Do. 
Southwestern Savings & Loan Co__-_.-.__-___________ Do. 
I I i ea Do. 
Sens Ur PT RN sian nicki een eons en Do. 
In ROR IO Do. 
Warsaw (United) Savings Association__._________________ Do. 
West Side Savings & Loan Association___________________ Do. 
Heights Savings & Loan Association.____________________ Do. 
East Cleveland Savings & Loan Co__..-.-.._____________- Mutual. 
nye OEE: RE I tects eestirnnia min Permanent stock. 
reer seesemres SOU UIT (RU OD i i icc nesiencres Do. 
Shaker Savings Association__.___-________ i a a Do. 
ote Sci: RAvinegs @& 1eN C0. occ nn Do. 


NEW STATE CHARTERS SINCE 1946 


Euclid Savings & Loan Association.__....______________- . Permanent stock. 
Fairview Park Savings & Loan Association______________-_ Do. 
Southgate Savings & Loan Association____________________ Do. 


(Total, 41.) 


Evisting State-chartered companies in Cuyahoga County (Greater Cleveland), 
Ohio, as of Aug. 12, 1959 


Broadview Savings & Loan Association______-____-_-----_~- Permanent stock. 
Cuyahoga Savings & Loan Co___----~--~-- ee Be, ots ft Do. 

Pewee eaves ae Ee i ceabiriae de Do. 

RO a vovtimsies hs eons ass Do. 
Lithuanian (Superior) Savings & Loan Co____--_________~_ Do. 
McConnell (Ridgewood) Savings & Loan_____-_--___-____- Do. 
Te ae eee eon Lae Oon33 Do. 

Peoples Savings & Loan Association___--_-__-------~- -~ Mutual. 

Prosress Savines & Loan Co... 2s _.._-. Permanent stock. 
Sera UU UNE CU SIND a ete Do. 
ee eS Do. 
Romanian (Pioneer) Savings & Loan Co_________________- Do. 
a eimai mnmce Do. 

St. Hyacinth’s Savings & Loan Association_______________ Do. 
Southwestern Savings & Loan__.._.._.__-__-____________ Do. 

Sane nn IT NG I ose eccrine Do. 

PIED PIRI TR IRD ree Do. 

Warsaw (United) Savings Association_____.__._________- Do. 

East Cleveland Savings & Loan Co________________________ Mutual. 

punner Savanen AsbOrentiom. oo. Permanent stock. 
Ee ee a Do. 

Euclid Savings & Loan Association______________________ Do. 


(Total, 22.) 
DISPOSITION OF 19 STATE-CHARTERED COMPANIES SINCE 1946 


-arkview Savings & Loan Association: Permanent stock converted to Federal 
charter. 

Security Savings & Loan Co. : Permanent stock converted to Federal charter. 

West Side Savings & Loan Association: Permanent stock converted to Federal 
charter. 
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Riverside Savings & Loan Co.: Permanent stock voluntary liquidation out of 
business. 

Equity Savings & Loan Co.: Permanent stock assets purchased by National City 
Bank. 

Sooth Euclid Savings & Loan Co.: Permanent stock assets purchased by Society 
for Savings Bank. 

Bedford Savings & Loan Co.: Permanent stock assets purchased by Citizens Fed- 
eral Savings & Loan Association. 

Berea Savings & Loan: Permanent stock assets purchased by Citizens Federal 
Savings & Loan Association. 

Lincoln Heights Savings & Loan Co.: Permanent stock assets purchased by 
Third Federal Savings & Loan Association. 

Heights Saving & Loan Co.: Permanent stock assets purchased by South Side 
Federal Savings & Loan. 

Chagrin Falls Savings & Loan Co.: Permanent stock assets purchased by Cuy- 
ahoga Savings Association (permanent stock). 

Provident Bldg. & Loan Association: Permanent stock assets purchased by 
Cuyahoga Savings Association. 

Liberty Savings & Loan Co.: Permanent stock assets purchased by Broad- 
view Savings & Loan (permanent stock). 

Northern Ohio Savings & Loan Association: Permanent stock assets purchased 
by Broadview Savings & Loan (permanent stock). 

County Savings & Loan Co.: Permanent stock assets purchased by Broadview 
Savings & Loan (permanent stock). 

fairview Park Savings & Loan Association: Permanent stock assets purchased 
by Broadview Savings & Loan (permanent stock). 

Cleveland Savings & Loan Co.: Permanent stock assets purchased by Shaker 
Savings Association (permanent stock). 

Reserve Savings & Loan: Permanent stock assets purchased by Shaker Say- 
ings Association (permanent stock). 

Southgate Savings & Loan Association: Permanent stock assets purchased by 
Union Savings & Loan Association (permanent stock). 


Nore.—There are 138 existing Federal savings and loan associations as of 
August 12, 1959, in the Greater Cleveland area. There has been no instance since 
1946 of a Federal savings and loan association liquidating or merging with 
another association. As of June 30, 1959, the 22 State-chartered companies in 
Greater Cleveland had total deposits of approximately $590 million and the 13 
Federal associations had deposits of approximately $548 million. 

“As men gradually forsook a primitive simplicity and accumulated property, 
thumbs down was shown in other ways than by cannibalism and headhunting. 
Its milder offshoots were in envy and jealousy which so frequently coexist with 
greed; and envy and jealousy in some cases made enterprise almost a mis- 
demeanor. R. F. Fortune mentions that the natives of Dubu try to employ 
the black arts ‘generally “to cast down the mighty from their seat.” There is 
great resentment of any conspicuously successful man in Dubu.’ And in Bantu- 
land, according to another writer, not only the wiles of witchcraft but physical 
force is applied against the capable and the proficient: * * * the spirit of 
enterprise among the people is restrained, even crushed, with the constant fear 
of exciting the envy and cupidity of their fellows. For example, one who builds 
a better house than his neighbor will have his house pulled down. If a man 
exerts himself to cultivate, breed animals, or amass riches, he courts the enmity 
of his fellows, and becomes doomed to a premature death. One of my best heads- 
men was a case in point, and he only saved himself by running to the European 
for protection.”—“The Long Road to Humanity,” by Stanton A. Coblentz, Thomas 
Yoseloff, publisher. 

‘“* * * Profits, then, are the special creation of the ability, the know-how, the 
inventiveness, the foresight, the imagination, of the superior executive. They 
are, in effect, not added into price but taken out of the cost. * * * By keeping 
his eye on the specific contribution of the entrepreneur, Walker isolated profit 
as the driving force of industrial progress. Theoretically, an equilibristic eco- 
nomic system might outgrow the need for the enterpriser’s special abilities. 
But Walker, with his eye on what was happening around him in America, knew 
that the good enterpriser is always able to turn equilibrium (another word 
for stagnation) into dynamic change. He doubted that the world would ever 
reach a stage in which all secrets have been discovered, all potential wants 
plumbed, and all opportunities exploited to the uttermost limits of human in- 
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genuity and human energy.”—“The Roots of Capitalism,’ page 127, by John 
Chamberlain, D. Van Nostrand Co., Ine., publishers, 1959. 

“Once a law enters the statute books it is beyond the purview of those who 
made it, the legislators or the king, and becomes the special, private province of 
those who operate it. The more numerous and prolix the laws, the more im- 
portant and the more self-sufficient are the operating specialists. No part- 
time legislator (whose principal concern is in getting elected) or king (pre- 
occupied with enjoyment) can possibly make his way through the labyrinth of 
law without a guide. Thus the real governing body of the country is its practicing 
bureaucracy, whose prospects brighten with each reform that becomes law.’’— 
“The Rise and Fall of Society,” page 117, by Frank Chodorov, Devin-Adair Co., 
publishers, New York, 1959. 

“Necessity is the plea for every infringement of human freedom. It is the 
arguments of tyrants; it is the creed of slaves.”—William Pitt 

The CuatrmMan. Off the record. 

( Discussion off the record. ) 

The Cuatrman. The Chair will be glad to recognize Mr. Bart 
Lytton, president of the Lytton Savings & Loan Association of Holly- 
wood, Calif. 


STATEMENT OF BART LYTTON, PRESIDENT, LYTTON SAVINGS & 
LOAN ASSOCIATION, HOLLYWOOD, CALIF. 


Mr. Lyrron. Good morning. My name is Bart Lytton. I am 
president, as Senator Robertson said, of Lytton Savings & Loan Asso- 
ciation, a personally named association in Los Angeles, Calif., of 
moderate size, approximately $27 million. 

I would like to address myself in this opening statement to matters 
brought before this committee this morning, rather than matters 
treated necessarily in the statement which I have with me. 

The CuarrmMan. Without objection your formal statement may be 
included in the record. 

Mr. Lyrron. Yes,sir. Thank you, Senator. 

I would like to point out to begin with that the tax issue has been 
raised, and I think it may be pertinent because it is a fearful issue. 

I should like to point this out to you gentlemen. If we pay any 
dividends to our stockholders from our savings and loan associations, 
our capital stock companies or mutuals cannot pay their guaranteed 
stockholders, of course; they have none. If we pay dividends to 
stockholders, we must first pay total Federal taxes and, in our State, 
franchise or income taxes. We must pay them at the regular corpo- 
rate rates. I would therefore respectfully submit that the odds are, 
because we will be required from time to time to pay dividends on 
our profits to our stockholders in our holding companies, that we will 
tend to increase the revenue the U.S. Treasury receives via taxes from 
the savings and loan industry. And we will so do precisely as do 
other corporations, in the same degree to which we pay profits to our 
stockholders. 

Therefore, there is no pertinence whatsoever in my mind in terms 
of the tax matter. 

» I should like to point out, secondly, sir, that the Lytton Financial 
Corp. is preparing to go to the public i in about 2 weeks with its first 
issue, its entirely new issue; that is to say, not a secondary issue but 
its entirely new issue, in which all the ‘capital subscribed is being 
subscribed in turn to Lytton Savings & Loan Association. As a re- 
sult of this we are demonstrating that a public holding company is 
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a first line of defense before even the Federal Savings and Loan 
Insurance Corporation, because it brings equity capital or risk capi- 
tal to the savings and loan association. 

With no attack whatsoever on either the probity of our distin- 
guished Federal Home Loan Bank Board men who are here, Mr. 
Hallahan and Mr. Dixon, I would like to state I do question the judg- 
ment involved. I should lke to point out that the Home Loan Bank 
Board has one series of amendments; the California league, another 
series of amendments; and the rest of us here still other attitudes 
toward amendments. We are talking about abuses in the 1920’s; not 
abuses now. We do have a Securities and Exchange Commission. 
There have been no abuses cited; there has been no issue taken with 
what has happened. I should like to submit further that if at this 
time the matter is frozen into law, this is its effect: We will have 314 
giants in the savings and loan industry. You would be, then, creating 
the giants. 

And here is why I say “314 giants.” We would have three ex- 
tremely large holding companies and one about half as large. 

Senator Dougias. What would those be ? 

Mr. Lyrron. Two existed previously. They are First Charter 
and Great Western, each of which controls more than half a billion 
dollars of assets. 

The third would be San Diego Imperial which presently is ap- 

roaching a quarter of a billion dollars, I believe, in assets. We would 
aoa this many giants in the field. 

And I maintain that the most wholesome thing to do in regard to 
these giants is permit the rest of us to flex our muscles and grow a 
little. 

Senator Douaias. Whois the half-a-giant ? 

Mr. Lyrron. San Diego Imperial. 

The Cuatrman. On this theory of flexing your muscles and pro- 
ducing more revenue for Uncle Sam, is this also true: Suppose you 
are in an unusually prosperous period and want to declare a dividend 
but you do not want to get taxed for declaring it. Could you declare 
a stock dividend and then there would be no tax on anybody, if it were 
not sold. But if a stockholder did it he would be subject only to 
capital gains ? 

Mr. Lyrron. We could do it like any other corporation under the 
laws. 

The Cuarrman. You would have a cash dividend and pay the tax 
to Uncle Sam for patriotic reasons? 

Mr. Lyrron. I do not intend to wreck myself. I say simple eco- 
nomics will make it so. The Lytton family and others will want 
money from time to time and only money will serve. If it is a stock 
dividend, we must sell it and pay tax, or pay ordinary dividends from 
time to time. If we do not pay ordinary dividends from time to time 
we cannot go back to the well, which is the public, and ask them to 
subscribe to a new issue. We can only be attractive to the public 
if we are profitable, sir. I would like to point out on the profitable 
aspect, when we talk about the issue of management in regard to 
profits, I know in Lytton Savings & Loan Association, when we began 
to understand the securities market and relationship of earnings to 
profits we started to turn out the lights in the men’s room at 5 o’clock. 
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We started to operate very tight is what I mean, because we were 
concerned with the most efficient possible operation from there on 
because this, it seems to me, is What made America great. 

Senator Dovexas. Off the record. 

(Discussion off the record. ) 

Mr. Lyrron. In any event, what I meant without being irreverent 
was that we became conscious of our expenses as we had never been 
conscious before, and had a tight operation on all sides, so a profit 
could be made as profit has been made traditionally in the United 
States. We felt just this way: Perhaps a 100 years ago there was 
a tax upon the corporate form itself. The corporate form was looked 
upon as evil. And there were many legislative and other means 
brought forward to inhibit and repress the corporate form. Of course 
there were many evils that developed and they were taken up at 
various times. I maintain if evils should appear in the holding com- 
pany situation, they should be taken up as they occur and handled 
then. But corporate form was a reality in which it was possible to 
bring in new capital. It was attacked as having a corporate veil. 
It was attacked, but the fact is it brought new capital. It made it 
possible to bring about large public participation and we became a 
nation of peoples’ capitalists, as a result—a nation in which every- 
body was able to share in this prosperity. 

The same thing applies here. Holding companies are a natural 
form in our business, an inevitable form in our business. And I 
would maintain that in the real form of the word, this is reactionary 
legislation. It goes back to 1920. 

The CuatrMan. Savings and loan associations have served a very 
useful purpose in paying a little higher rate of interest on savings 
than banks, and encouraging people to save, and using those savings 
for investments in a fine home construction program. The Nation 
should be grateful for that. 

We have only about a minute and a half left. Are there any 
questions ? 

If not, we thank you very much, Mr. Lytton. Your full statement 
will appear in the printed record. 

(Mr. Lytton’s prepared statement follows :) 


STATEMENT OF Bart LYTTON, PRESIDENT, LyTTON SAvines & LOAN ASSOCIATION, 
HoOLLYwoop, CALIF. 


I am the managing officer and operator of a relatively young, but highly success- 
ful, savings and loan association operating in an area which has both the largest 
stock company and the largest mutual savings and loan association in the 
United States. I have also successfully operated two other savings and loan 
associations of substantial size, as well as having founded and headed a rela- 
tively large mortgage banking and brokerage firm. I feel that I am somewhat 
qualified to express an opinion in connection with the proposed legislation. 

I do not think that the proposed legislation is in the best interests of the 
savings and loan industry, or what is more important, in the best interest 
of the general public or the thousands of persons throughout the United States 
‘who own stock in savings and loan associations. The very purpose of the 
legislation as set forth in the proposed bill is “to promote and preserve local 
management of savings and loan associations by protecting them against en- 
croachment by holding companies.” 

This statement in itself should be enough to show that the legislation is a step 
in the wrong direction, being an attempt to protect a few at the expense of he 
general public. As long as we have the coexistence and parallel operation of the 
stock company system of savings and loans, and the mutual system, there is no 
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danger that the local character of the industry will ever be threatened. Compe- 
tition will, of itself, adequately take care of this factor. What the proposed 
legislation does, in fact, is create, perhaps unwittingly, the very monopoly which 
it would prevent, by setting aside those companies already in existence as 
management companies as being beyond the reach of legislation, and giving to 
them a benefited and dangerous position in the savings and loan economy. I 
don’t believe that anyone in this room would subscribe to the theory that size 
alone is, of itself, bad, or that in our economy, success is to be viewed with sus- 
picion, or that the profit motive is, of itself, wicked, nor do I believe that anyone 
here would suggest that certain legislative controls of business and finance are 
altogether unncessary, but intelligent control and prohibition are two entirely 
different matters, being poles apart, and the latter should never be substituted for 
the former, even as a stopgap. 

I know that many people in the industry feel that the proposed legislation is 
bad legislation, but subscribe to the theory that even bad legislation is better 
than none. This I cannot agree with, and I believe that any thinking man will 
reject the theory. While we may view the holding companies or management 
companies with suspicion or distrust, does not this feeling all too often spring 
from ignorance of their purpose and operation. 

While there is not the time here today to go into the many ramifications of 
management Company operation, there are many things on the credit side of the 
ledger as far as these companies are concerned. They have, in many instances, 
brought more efficient operation into play, and as a result, have been able to 
serve the public needs with the same amount of available funds and at a lower 
cost. They have been able, by diversification, to make sounder investments 
and offer greater security, both to the depositor and the stockholder, by pro- 
viding an opportunity for the investing public to invest in their stock. They 
have increased public acceptance and confidence in the savings and loan industry 
and have given added security to their depositors. They have created a vastly 
increased market for the sale of savings and loan stock which has protected the 
small stockholder from the evils of having no market for his stock, or at best, 
a market in which a few majority stockholders have controlled the price and 
in many instances have purchased stock far below its actual value from their 
costockholders. 

Another instance of the special value of holding companies is their ready 
ability to supply fresh capital to strengthen a savings and loan association when 
such additional capital strength might be desirable for sound expansion, or even 
might be vitally necessary. In our own instance, more than $1 million of new 
capital is programed to be offered for public subscription next month to add to 
the capital structure of Lytton Savings & Loan Association—more than tripling 
its present paid-in capital structure of $475,000. Only by going to the public could 
we accomplish this highly desirable end which is clearly in the public interest. 

As I have already said, prohibition is not the answer, but intelligent control 
is, and that is what I ask you to consider. It is apparent from a reading of 
the proposed legislation that not sufficient time has been given to a study of 
proper controls. In this, the legislation is fatally defective. The legislation 
is also bad in that it does not in any way begin to present a complete or 
thorough program. It merely arrives at one or two of what I believe to be 
erroneous conclusions, and leaves the solving of the problem to an admin- 
istrative agency. This is not right. The legislative body should, of itself, 
after proper and extensive hearings and study, pass legislation as complete 
as possible, and not leave this important feature to administrative interpre- 
tation and regulation. 

In conclusion, I would respectfully suggest that this entire matter be re- 
ferred to a committee for its study and hearings, and that a sound and com- 
plete program of such controls as are then deemed necessary for the protec- 
tion and best interest of the public be made the subject of future legislation. 


The Cuatrman. The chairman thinks that the hearings this morn- 
ing have been interesting and they have been instructive. What he 
hopes is that they have enlightened the members of the committee. 
Those that have not been here will read the testimony. 

_To conclude the morning session, the Chair will, without objec- 
tion, insert in the record a statement of Mr. John F. Marten, presi- 
dent of Great Western Financial Corp., in opposition to the bill 
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and a statement and a letter from Mr. Henry A. Bubb, chairman of 
the legislative committee of the U.S. Savings & Loan Association, in 
support of the bill. 


(The documents referred to follow :) 


STATEMENT OF JOHN F. MARTEN, PRESIDENT, GREAT WESTERN FINANCIAL CORP., 
Los ANGELES, CALIF. 


Mr. Chairman and members of the committee, my name is John F. Marten. 
My busines address is 4401 Crenshaw Boulevard, Los Angeles, Calif. I am 
president of Great Western Financial Corp. and also president of its principal 
subsidiary, the Great Western Savings & Loan Association, for which organi- 
zations I speak today. Except for Army service time I have been in the 
Savings and loan and related businesses for 23 years. 

I want to take this occasion to express my appreciation and that of my 
associates for the many courtesies which the chairman and members of this 
com™.ttee have consistently shown toward the savings and loan industry. 

I oppose the enactment of H.R. 7244. This legislation would prevent the 
future organization of holding companies such as ours and would prevent the 
acquisition by our company of additional savings and loan associations. This, 
I believe, is not in the interest of savings and loan associations, nor in the 
public interest, but would constitute a restraint on healthful competition. 

We are proud of our operations. We have a firm conviction that our opera- 
tions are in the best public interests. 

Great Western Financial Corp. owns all the guarantee stock of Great Western 
Savings & Loan Association as well as nearly all of the guarantee stock of 
five other savings and loan associations. In addition, Great Western Financial 
Corp. owns 35 escrow companies. None of the savings and loan associations 
or escrow companies owned by Great Western Financial Corp. has offices any 
place except within the State of California. While Great Western Financial 
Corp. is incorporated under the laws of the State of Delaware, the 6 savings 
and loan associations and the 35 escrow companies all are incorporated under 
the laws of the State of California. 

Great Western Financial Corp. is now subject to the Department of Justice, 
Federal Trade Commission, and section 7 of the Clayton Antitrust Act, and also 
to the laws and regulations of the State of California where we do business. 
The State of California is fully able to provide any additional regulation that 
may at any time in the future seem desirable. Under our system of government 
when matters can be equally well or better regulated by the States than by the 
Federal Government, those matters are most commonly left by the Congress to 
the regulation of the States. 

The Chairman of the Board of Governors of the Federal Reserve System 
(84th Cong. Ist sess., U.S. Senate Banking and Currency Committee hearings, 
July 1955) listed control of monopoly and affiliates as the principal factors 
behind bank holding company legislation. These are equally two grounds on 
which savings and loan holding company legislation may be tested—monopoly 
and affiliates. The Chairman of the Board of Governors further expressed the 
opinion that such legislation should apply even where only one bank was involved 
(pp. 44-45). 

No one has contended on behalf of this legislation that there is any problem of 
affiliates in connection with savings and loan associations or savings and loan 
holding operations. Neither is this legislation in any way designed to meet 
any problem of affiliates, if such existed. 

Again, unlike the situation with respect to commercial banks, there is no 
problem of monopoly in the savings and loan holding company picture. Ninety- 
five percent of all savings and loan associations in the United States have only 
withdrawable capital. These institutions have no form of permanent stock 
interest. 

Accordingly, 95 percent of all savings and loan associations in the United 
. States can never be controlled by a holding company. For this reason alone 
holding companies must always be a very small minority factor in this industry. 
This then is in direct contrast to the field of commercial banking where all 
corporations are stock corporations and therefore, except for legislative restric- 
tions, potentially capable of being controlled by holding companies. 

Clearly, neither of the two bases for bank holding company legislation— 
monopoly and affillates—supports the proposed savings and loan holding com- 
pany legislation. 
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Further, because permanent stock savings and loans, the only form which 
can be acquired by holding companies, number but 5 percent of all savings and 
loans, by reason of which fact holding companies must always be restricted 
to this small minority of the savings and loan business, holding companies can 
never be a restraint on competition in the savings and loan field. Instead they 
will always be a factor contributing to competition and, for reasons which we 
will go into here, I sincerely believe healthy competition in the public interest. 

In addition, holding companies provide the only real possibility whereby the 
general public may have the opportunity of owning permanent stock in savings 
and loan associations. 

Permanent stock in savings and loans is a desirable form of investment 
generally available only to relatively wealthy persons. When, however, such 
stock is owned by a holding company, public ownership of the holding company 
is in effect public ownership of the permanent stock of the savings and loan 
association itself—5,572 stockholders own Great Western Financial Corp. Thus, 
the general public is enabled to participate in this form of economic growth, an 
opportunity which would otherwise for the most part be offered only to a very 
small number of relati~ely wealthy persons. 

Great Western Financial Corp. undertakes to encourage its stockholders to join 
in a program whereby their dividends on Great Western stock and their divi- 
dends from other companies are invested in insured savings accounts in our 
associations. Thus a habit of thrift is encouraged to the mutual advantage of 
the stockholder, members of the public who require financing for homeowner- 
ship, and the savings and loan associations. Further, we have aggressively 
sought to educate our stockholders in the savings and loan principle and to 
encourage them to tell others of the advantage offered by savings and loan 
associations, the results of which programs must be favorable to all savings 
and loans 

The savings and loan associations owned by Great Western Financial Corp. 
can do a better job because the financial strength of Great Western Financial 
Corp. stands behind them. 

The corporation, from time to time, has maintained an outside line of credit 
with a group of major banks, most recently for $4 million. Under this arrange- 
ment the corporation is enabled to borrow against this line in any amount up 
to the limit of its option for the purpose of buying investment certificates in any 
of its savings and loan associations. This then is a reserve source of funds to 
our institutions, independent of such provided by the Federal Home Loan Bank 
System and not available to other savings and loans whether mutual or 
permanent stock. 

The reserve strength represented by Great Western Financial Corp. assists 
in other ways. As an example, the growth of the West Coast Savings & Loan 
Association in Sacramento, Calif., one of our institutions, has been very rapid. 
Savings accumulation bas made it difficult to maintain a ratio of reserves to 
savings equal to the standards which Great Western Financial Corp. sets for 
its institutions, standards substantially higher than required by law. At the 
same time, the demand for home-financing funds in the area served by this 
association has even exceeded saving accumulation. To permit the association 
to continue its growth rate, Great Western Financial Corp. recently paid into 
the association an additional $120,000 of capital not required by law. 

But Great Western Financial Corp. helps its associations in additional ways. 
The procurement and training of topflight professional management is a serious 
problem in the savings and loan industry, as it must be in any business with 
such an outstanding record of expansion in recent years. Great Western 
Financial Corp. is able to afford substantial assistance to its institutions in 
meeting this problem. Such assistance is also offered on specific operational 
matters, particularly in the investment field. 

Our operations reflect these advantages. As an example, the ratio of operating 
expenses to gross operating income of Great Western Savings & Loan Association, 
our largest institution, was 17 percent in 1958 compared to a ratio of 23.8 
percent in 1,866 reporting institutions throughout the United States. We are 
able to keep the operating expense ratios of our other institutions likewise 
substantially lower than comparable figures for the industry as a whole. 

These advantages contributed substantially to the ability of Great Western 
Savings & Loan Association to make $64 million of new loans in 1959, $19,673,000 
of these for new construction, thus contributing importantly toward increasing 
southern California’s housing inventory. 
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Most of all, we are proud of the fact that in 1959 alone Great Western Sav- 
ings & Loan Association invested $7,569,000 in homes for minority groups. 

Few savings and loans are in as advantageous a position as ours safely and 
efficiently to render such full services to their communities. The assistance and 
assurances of assistance of Great Western Financial Corp. are a vital factor. 

In our opinion, our corporate and financial structure have a direct relationship 
to our record of accomplishment in the fields of low-cost home construction and 
minority housing in which so many financial institutions not so organized elect 
not to concentrate their efforts. 

Restricted as Savings and loan holding companies are to operating within a 
share of 5 percent of the industry, we nevertheless can and do afford competition 
and services in the public interest. 

We therefore respectfully request that you not approve this proposed legis- 
lation. 

Thank you for the courtesies of the committee. 





UNITED Srates SAavines & LOAN LEAGUE, 
Chicago, Ill., August 18, 1959. 
Hon. Wriiiis RoBErRTSON, 
Chairman, Banking Subcommittee, Senate Banking and Currency Committee, 
Washington, D.C. 


Deak SENATOR RoperTSON: Attached is a statement which I, as chairman of 
the legislative committee, am filing in behalf of the United States Savings & 
Loan League. I appreciate the opportunity to file this statement and, of course, 
I am deeply grateful to you for considering H.R. 7244 at this time. 

I regret very much that I am not able to personally appear before the com- 
mittee to strongly support holding-company legislation. I believe this statement 
sums up pretty well our position on this legislation and if you or any of your 
committee members have any questions concerning this bill I would be glad to 
attempt to answer them. I will be in town Thursday, August 20, and will be 
in touch with you at that time. 

Sincerely yours, 
Henry A. Buss, 
Chairman, Legislative Committee. 


STATEMENT OF UNITED STATES SAVINGS & LOAN LEAGUE 


Since early 1956, the United States Savings & Loan League has been on record 
in favor of legislation restricting the operation of holding companies in the sav- 
ings and loan business. This position has been reaffirmed annually. Early en- 
actment of legislation along the lines of H.R. 7244 is one of the high priority items 
in our legislative program. Many of the State savings and loan leagues have of- 
ficially supported the bill, and we are not aware of any organized group in our 
business which is opposed to the measure. It comes about as close to having 
the unanimous approval of our business as is possible. 

When we testified in favor of similar legislation 2 years ago during hearings on 
the Financial Institutions Act, there were only two holding companies in opera- 
tion, controlling four associations. Now there appear to be 8 holding companies 
in operation, controlling approximately 30 institutions. We have reports that 
almost an equal number of holdings companies are in the final stages of forma- 
tion. One holding company operating institutions in California has now acquired 
a savings and loan in Colorado and one in Texas. It is our understanding that 
just within the past several days a holding company acquired control of four 
or five additional institutions in Texas. Obviously, the longer the enactment of 
this legislation is put aside the less effective it will be. 

The first savings and loan association was organized in 1831 and it established 
the pattern of local ownership and local management to meet local thrift and 
home financing needs. Although our business has expanded many times in size 
and our institutions serve millions of American families, that original basic 
characteristic of local operation continues. There are important reasons why 
this local characteristic of our business should be retained. When local people 
management and operate a lending institution they naturally take a greater 
interest in the entire social and economic development of the community. They 
look at the association’s lending program not just in terms of individual loans, 
but in terms of the economic development of the city, its urban renewal problems, 
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and all of the other things that are affected by housing policy. The local manager 
has civie pride and is usually a leader in various community organizations. He 
fits the policies of his institution into the overall cmmunity program, 

We believe that the homeowner finds it very advantageous to have his credit 
dealings with local people. He is likely to find there a greater understanding of 
the family’s needs; and certainly in times of economic difficulty the borrower is 
in a much better position to receive leniency than if his mortgage is held or 
controlled by an absentee owner such as a holding company. 

This bill deals entirely with future operations and would not impose any 
hardship or cause any loss to an existing holding company. It would not re- 
quire any divestment of existing holdings. On the other hand, it would prevent 
the further expansion of existing holding companies or the formation of new hold- 
ing companies. The basic restriction set forth in the bill is that no company 
can own more than 10 percent of the stock of more than one association. 

As this subcommittee is well aware, the full Senate Banking Committee 
favorably reported Senator Robertson’s Financial Institutions Act 2 years 
ago and the full Senate passed the act. A holding company section which was 
quite similar to H.R. 7244 was contained in the Financial Institutions Act. 

Since the bill is aimed solely at the formation of new holding companies, we 
think it would be desirable to make several amendments that would make it 
clear that none of the restrictions apply to nonholding company stock associa- 
tions. Some of the language in the bill is so broad that it could have some 
entirely unintended effect on ordinary corporate activity, or might interfere 
otherwise with the normal exercise of the rights of a stockholder. These 
suggested amendments, with a short explanation of the reason for each, are 
attached as addendum A. We urge the committee to give them careful 
consideration. 

In closing, may we emphasize the need for early action on this measure. New 
holding companies are being formed at an alarming rate and we are told that 
virtually every stock association in California has been approached by one or 
more holding companies. Next year will be too late to stop this movement. 
We respectfully submit that the time to act is now. 


ADDENDUM A—EXPLANATION AND SUGGESTED TEXT OF AMENDMENTS TO H.R. 7244, 
mended that this clause of the bill be deleted and that a new provision be 


1. In order that it be clear under the provisions of the bill that it is not 
intended to preclude the use of capital stock in a savings and loan association 
as collateral for a loan, and to make clear also that the holding of such stock 
in the capacity of an executor, administrator, testamentary trustee or guardian, 
is not intended to be precluded, the following change should be made: 

Delete section 408(d). 

Amendment 1.—Add to section 408(a) (3), at the end thereof, the following: 
“excluding, however, any stock which is so held or which is acquired under or 
pursuant to an agreement made in good faith in the ordinary course of business, 
pledging or hypothecating such stock to secure a loan, providing that it shall 
be unlawful for any company to retain for more than 1 year after the liquidation 
of a loan any control, the acquisition of which, except for this exclusion, would 
be unlawful under subsection (c), and excluding further any stock ownership 
which is acquired and held by a bank or trust company as the executor, ad- 
ministrator, guardian, or trustee of all or part of the estate of a natural 
person.” 

2. As worded, the bill would give the Board an undefined, limitless power to 
proscribe any influence in management by a “company” as a prohibited element 
of control. In fact, this provision is so inclusive that it transcends the specific 
tenet of the proposed law that ownership of 10 percent or more of the stock 
of an insured association shall be considered as giivng the holder “control.” 
Quite conceivably the Board under this catchall provision could find a 2 per- 
cent holding constitutes control. It would seem possible to delineate the areas 
of action it is desired to prohibit without tendering this “carte blanche” power 
to the Board. Unless this can be done by a more definite rewording, it is recom- 
mended that this clause of the bill be deleted and that a new provision be 
added to subsection (¢c) which will specifically preclude any pyramiding opera- 
tions in which any company could acquire control of any other company which 
has control of an insured institution. 

Amendment 2.—Strike from section 408(a) (3) the words “or if the Federal 
Home Loan Bank Board determines, after reasonable notice and opportunity for 
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hearing, that such company directly or indirectly exercises a controlling influence 
over the management and policies of such institution or other organization.” 
changing the comma to a period immediately before the deleted words. 

3. It is suggested that the coverage of the proposed law be made more compre- 
hensive by adding a provision which would prohibit any company from acquiring 
or retaining control of an insured institution while it has control of any unin- 
sured institution. 

Amendment 8.—Add after section 408(c) a new subsection, reading as follows: 

“(d) It shall be unlawful for any company to retain control of any insured 
institution (other than control arising solely by reason of stock in such institu- 
tion, owned, controlled, or held, with power to vote by such company continu- 
ously on and since the effective date of this section and not exceeding the per- 
centage of the total stock of such institution so owned,. controlled, or held, with 
power to vote by such company on said date) while it has control of any unin- 
sured institution. As used in the sentence next preceding, the term ‘uninsured 
institution’ means a building and loan, savings and loan, or homestead associa- 
tion or cooperative bank which is not an insured institution.” 

4. The present language of the bill, under subsection (c), is restrictive enough 
to prohibit any merger or consolidation of an association with another associa- 
tion. It is believed that existing law gives the Board sufficient power over such 
activities, and it is recommended that there be added to the bill a provision which 
makes it clear that this bill is not intended to overlap or duplicate existing con- 
trols as to such transactions. 

Amendment 4.—Add at the end of the bill a new subparagraph (g), reading: 

“Mergers or other combinations of insured associations shall be governed by 
applicable Federal and State law and regulation pertaining to such activities 
and not by the provisions of this section.” 


The Cuarrman. The Chair wishes to thank all the witnesses who 
have come. We appreciate your cooperation. 

We will convene again as indicated, at 10 o’clock tomorrow, and we 
expect to conclude testimony by noon tomorrow. 

Mr. Lyrron. Senator, may I submit for the record not only the 
statement I brought but an equal number of copies of the prospectus 
whereby we offer our stock to the public because I think it most per- 
tinent. It demonstrates the new capital I spoke of. And I ask that 
in your consideration you realize the great havoc that could be wreaked 
by precipitous action on the part of the Senate on a bill that requires 
deeper study and consideration. 

With that, I wish to thank you for your courtesy and consideration 
this morning. 

The Cuarrman. You do not have a book you wish to submit for the 
record? This record costs us between $50 and $60 a page, you know. 

Mr. Lytron. Then may I submit my statement for the record and 
submit this for your information ? 

The Cuarrman. That will be fine. Your statement is already in 
the record. 

Mr. Lyrron. I want to save those taxes. 

The Cuamman. Without objection, I would like to insert in the 
record two telegrams, one from Mr. Abraham Kofman, president, 
California Financial Corp., and one from Sydney R. Barlow, presi- 
dent, Gibraltor Savings & Loan Association of Beverly Hills, Calif. 

(The telegrams referred to follow :) 

SAN JOSE, CALIF. 


Senator A. WILLIS RoBERTSON, 
Chairman, Committee on Banking and Currency, 
Senate Office Building, Washington, D.C.: 
Urgent business prevents my personal appearance. Following is the substance 
of our protest: 
We strongly urge that this committee recommend against the passage of bill 
H.R. 7244. In our opinion, this bill would impair the rights of the small investor 
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who wishes to participate in the ownership of a savings and loan association. 
From our own experience prior to forming California Financial Corp., which 
presently owns Surety Savings in San Jose, Calif., approximately 14 individuals 
owned 100 percent of the stock. Now, with California Financial, we have in 
excess of 2,000 stockholders, most of whom own from 5 to 100 shares of stock. 
It is no longer a rich man’s investment. It should be noted that prior to the 
advent of the holding companies, the small stockholder in a savings and loan 
in an emergency could seldom find any market for his holdings because of his 
minority interest, due to the fact there was no established market. In many 
eases, this meant that he was forced to sell for a fraction of the stocks’ worth. 
In California, there were very few individuals who could afford to purchase or 
own a savings and loan, making it a rich man’s investment. Now, thousands 
of ordinary people can participate in the ownership because of the fact they 
have a market for their stock in case of emergency. We personally know of one 
instance wherein a minority stockholder in desperation offered several hundred 
shares of stock to an investment firm. This firm finally purchased the stock but 
soon found no one willing to buy it from them. They were forced to hold the 
stock in inventory for over 8 months before they found a buyer. Here was a 
sophisticated seller, in the business of selling securities, and yet they encountered 
great difficulty in selling these shares. You can imagine the plight of the ordi- 
nary minority stockholder. With the holding company approach, this does not 
happen. The small stockholder knows the value of his stock due to an active 
ready market and, in an emergency, he is not at the mercy of any group. 


ABRAHAM KOFMAN, 
President, California Financial Corp. 


BEVERLY HIL1s, CAtir., 
August 17, 1959. 
U.S. Senator A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C.: 


I oppose the enactment of H.R. 7244. Holding companies serve useful pur- 
pose in providing market for savings and loan stock and in making this type of 
investment available to the public. The desirability of this form of investment, 
and the public purpose served by its availability through the offering of holding 
company stock, have been demonstrated by the reception given to public offerings. 
Ninety-five percent of savings and loans can never be held by any holding 
company, and no problem of monopoly can ever be presented. Absolute prohibi- 
tion of savings and loan holding companies appears to us as a completely nega- 
tive approach. We see the logic of some control and regulation, similar perhaps 
to those laws regulating bank holding companies, and would be in favor of similar 
regulation in the savings and loan field. H.R. 7244 would be harmful to the 
privately owned type of savings institution and is not in the public interest. 

SYDNEY R. Bartow, 
President, Gibraltar Savings & Loan Association of Beverly Hills. 


The CHatrmMan. The committee will stand in recess until 10 o'clock 
tomorrow. 

(Whereupon, at 12 noon, the committee was recessed, to be recon- 
vened at 10 a.m., Wednesday, August 19, 1959.) 
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WEDNESDAY, AUGUST 19, 1959 


U.S. Senate, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, in room 5302, New Senate 
Office Building, at 10:05 a.m., Senator A. Willis Robertson (chair- 
man), presiding. 

Present: Senators Robertson, Sparkman, Douglas, Muskie, and 
Bennett. 

The Cuarrman. The committee will please come to order. 

We are resuming today consideration of H.R. 7244, a bill to regulate 
savings and loan holding companies. 

The first witness on our list today is Mr. H. N. Berger, president 
of the Prudential Savings & Loan Association of California. We 
would be glad to hear from Mr. Berger. 

Mr. Berger, in view of the fact that our time is somewhat limited, 
we have been asking the previous witnesses to let us put the full text 
of their prepared statements in the record and then briefly summarize 
for the benefit of the committee. 

Mr. Bercer. I will be very brief, sir. 

The CHarrMan. You may proceed. 

Mr. Bercer. Thank you. 


STATEMENT OF H. N. BERGER, PRESIDENT, PRUDENTIAL SAVINGS 
& LOAN ASSOCIATION, SAN GABRIEL, CALIF. 


Mr. Bercer. I am H. N. Berger, president of Prudential Savings & 
Loan Association and president of Financial Feder: ation, Inc., which 
represents eight savings and loans geographically located from the 
northern part to the southern part of California. 

The Federals and mutuals with whom we compete are urging im- 
mediate passage of this bill. Why does this bill have to be passed at 
once? What is the urgency? No single person has brought out a 
fact that would tend to indicate that holding companies are bad. We 
labor, of course, under a considerable disadvantage by the fact that 
the term “holding company” carries an evil connotation. In the sav- 
ings and loan industry we feel that nothing can be further from the 
truth. 

We must immediately dismiss any notions of monopoly which are 
usually associated with the term “holding company.” ‘The 5 percent 
of our industry affected by this bill could never monopolize anything. 

We have demonstrated in Financial Federation that holding com- 
panies make a valuable contributon to the affilated associations. 
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They provide additional nonwithdrawable capital. That is shown 
in our present situation where Financial Federation has just con- 
tributed $165,000 to the Sequoia Savings & Loan in Fresno to permit 
it to secure a badly needed branch. We are also in the process of add- 
ing $300,000 to nonwithdrawable capital of the Palomar Savings & 
Loan in Escondido for an urgently needed branch. 

The directors of Financial Federation are unique in that the direc- 
torship of the corporation, a holding company, is composed of the 
managing officer or president of each of the affiliated associations, 
guaranteeing that the local management is in control of the holding 
corporation. 

We also have a management training program which is not possible 
for individual small associations. They do not have the facilities 
for that, and there is a great and crying need for qualified managers. 
This permits the larger associations to place junior executives in 
official capacities in the smaller ones and also the smaller associations 
to advance their men to larger associations. 

The top management in control of the company in their meetings 
has the free interchange of the best operating ideas. They freely 
give of these ideas, because there is a pooling of interest. Were it 
not for a pooling of interest, these top management ideas would not 
be exposed to competitors. 

The stockownership possible by local residents in the areas of the 
associations creates a local interest in the association, and also the 
stockownership on the part of employees is very vital to the morale 
and the interest of those who are employed in the companies. 

Another advantage is cooperative advertising. A small associa- 
tion can benefit from the creative ideas of a large advertising agency 
in a metropolitan area at practically no additional cost to the smaller 
association. This builds up the standing of a small association in the 
local community. 

The local character of companies in our holding group is insured 
by the fact that we absolutely insist that management be local in 
residence and take an active part in the local affairs of the com- 
munity. In this respect we feel that we are maintaining the local 
status more than Federal associations in their expansion by merging 
because such mergers eliminate local management. 

There are many more benefits both to the public and the owner, but 
in the interest of time I will not go further into those, except to state 
that in our opinion a holding company is not necessarily evil in itself. 
Holding companies make an important contribution to the savings and 
loan industry, and therefore we feel they should not be prohibited. 
Thank you very much. 

The Cuatrman. Are there any questions? 

Senator Bennerr. I have no questions. 

The Cuarrman. If not, we thank you. 

(The prepared statement of Mr. Berger follows :) 


STATEMENT OF H. N. Bercer, PRESIDENT, PRUDENTIAL Savrnes & LOAN 
ASSOCIATION, SAN GABRIEL, CALIF. 


My name is H. N. Berger. I am president of Financial Federation, Inc., 
of Los Angeles, Calif., and for many years I have been the president of Prudential 
Savings & Loan Association, of San Gabriel, Calif. Financial Federation com- 
prises a group of eight savings and loan associations geographically distributed 
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throughout the State of California. Each is a California permanent capital 
stock association with insured savings accounts. The business of these associa- 
tions is conducted by local management, with local boards of directors, and the 
chief executive officer of each is also an officer and director of Financial Fed- 
eration. 

I am appearing at this time in opposition to the enactment of H.R. 7244. 
After careful study of this bill, and based upon my experience in the savings and 
loan industry, it is my firm conviction that the bill should not be enacted in its 
present form. I would like to present for the consideration of this committee 
a number of reasons why I feel that holding companies for savings and loan 
associations should not be prohibited. 

Savings and loan associations compete with banks and other savings and loan 
associations for savings accounts and loans. They provide the major source of 
funds for home construction throughout the country. In this important role, a 
single, individual savings and loan association often finds it difficult to compete 
with large banks, especially banks with extensive branch operations such as we 
have in California. In addition, there are savings and loan associations in 
California with widespread branches and two of these associations now have 
assets in excess of one-half of a billion dollars each. For a single association 
to compete with such elaborate financial institutions is difficult indeed. However, 
by joining together with the help of a holding company, individual stock associa- 
tions can more effectively compete with these large banks and savings and loan 
associations and thus make an important contribution to the solution of our 
housing problems. Such competition is healthy for the lending and the con- 
struction industries and should be encouraged rather than prohibited. 

A holding company can make important contributions to its affiliated savings 
and loan associations in many ways. 

The holding company can provide an important source of funds to support 
the local operations of participating associations. For example, just last week 
Financial Federation added $165,000 to new cash to the nonwithdrawable capital 
of Sequoia Savings & Loan Association to enable that association to develop 
a needed branch in the Fresno area. In the near future we will make a similar 
addition to the permanent capital of a small association in the San Diego area. 
The addition of such permanent nonwithdrawable capital from holding company 
funds adds increased security to the holders of savings accounts and enables 
the association to conduct its business from a position of capital strength. In 
many instances associations have been required to curtail their operations because 
of an inability to raise needed capital. This is particularly true in California 
where additional stock must first be offered to existing stockholders who may 
not be in a position to make an additional permanent capital contribution. The 
holding company provides a ready solution to these problems. 

The use of cooperative advertising can result in a very substantial saving and 
a definite benefit to the participating associations. Smaller associations that 
might not be able to secure the services of an outstanding advertising agency 
or feel that they cannot afford such services can, through cooperative advertis- 
ing, secure topflight services at no additional cost. While a major advertising 
agency may not be interested in serving an individual association, it would under- 
take to serve a group of participating associations. Much of the cost of adver- 
tising is in original layout and artwork. The charges for this work are es- 
sentially the same whether the advertising layout is used for one or a number 
of associations, as the charges are made for the creation of the idea and not 
for its duplication. By cooperating on advertising, these charges can be greatly 
reduced and the quality of the work would be substantially increased insofar as 
an individual association is concerned. An improvement in advertising will as- 
sist each association in the conduct of its business and enable it to render 
greater service to the community. 

An individual association often cannot undertake needed management train- 
ing programs and, in many instances, proper incentive and stock option programs 
cannot be made available to attract or retain top management. Qualified man- 
agement is sorely needed in the savings and loan industry that has grown so 
fast. A holding company can provide such training programs at little or no 
cost to the association and can provide a vehicle for such incentives as stock 
options to local managements. As outstanding men demonstrate their abilities 
in smaller associations, their services may be employed to the fullest advantage 
by transfer to a larger participating association without disrupting the opera- 
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tions of either. This flexibility again lends itself to better management and 
better service to the community. 

The geographical distribution of the associations such as we have in Financial 
Federation permits loan participation among the associations with greater service 
to borrowers. In this maner, funds from an area having a surplus of money 
may be employed in an area with a greater demand for loans, and the association 
providing the funds could thereby realize a greater return than by making 
loans inits area. This is now being done by the large associations having exten- 
sive branches. Such loan participation, of course, could be arranged between 
unrelated associations, but where there is a definite relationship and a mutual 
interest, such participation can be more readily arranged. In Financial Federa- 
tion, a participation loan is now being arranged between an association with an 
oversupply of funds and another affiliated association that has demands for loans 
in excess of its new money. As you can see, such participation can be used to 
bring into balance the supply and demand for loan funds and thus eliminate 
undesirable idle funds in the hands of an association. This is extremely im- 
portant when it is remembered that these associations provide the major source 
of funds for home construction. This committee is well aware of the pressing 
need of home construction io nur expanding economy. 

The interchange of top management ideas with the help of a holding company 
is, in my view, of great importance and benefit to each participating association. 
In our organization, the board of financial Federation is composed of the execu- 
tive officers of the participating associations. At their meetings there is a free 
exchange of top management’s best ideas for proven procedures and methods. 
Such free interchange of ideas would not be possible or practical were there not 
an area of common interests. We have found that the exchange of ideas in this 
manner will improve the operations of even the best association. 

Very few associations have an independent periodic audit, and most associa- 
tions do not submit annual reports to their shareholders. Financial Federation 
has employed a nationally known accounting firm to conduct periodic audits of 
its affairs and the affairs of the participating associations. These reports will 
be certified by independent auditors and submitted to all shareholders peri- 
odically. 

One of the greatest advantages of such a holding company, both to the savings 
and loan association and to the holders of the guarantee stock of the association, 
is the estate liquidity provided for either a minority or majority holder of such 
guarantee stock. The major disadvantage to the holder of guarantee stock is 
the lack of a ready market or an established price for his investment. In the 
event of the death of a minority holder, there are practically no buyers for his 
guarantee stock, except the other stockholders of the association. Frequently 
these other stockholders are not personally in a position to purchase the stock 
of a deceased holder at the required time. Yet the estate must often pay heavy 
death taxes. One such case in California recently resulted in the need to sell 
the entire association and, due to the circumstances and timing, the sale was 
at a price far less than its fair market value. This resulted in a substantial 
loss to the estate and placed the owners of the remaining guarantee stock in a 
very difficult position. 

The death of a major or controlling stockholder in an association can be 
even more disastrous. The estate taxes would be much larger and, if a purchaser 
could be found, he probably would not consider the purchase unless practically 
all of the minority interests were sold at the same time. The forced sale of a 
controlling interest in an association will, in most cases, result in a complete 
change in management and a serious disruption of the business affairs of an 
otherwise successful association. 

If in either of these two cases the deceased had owned holding company stock, 
there would be a ready market available to the estate and at a known price. In 
this instance, the estate could sell only the portion of the deceased’s stock neces- 
sary to pay death taxes, rather than being faced with the necessity of complete 
liquidation under adverse circumstances. For the purposes of estate taxation, 
the estate would not be involved in a dispute as to valuation, which could be 
teadily established by the market quotations of holding company stock at the 
date of death. 

In most instances where guarantee stock of a savings and loan association has 
been sold to other holders, the price has been fixed at net book value or less, 
without regard for such important factors as earnings and growth of earnings, 
management, and location. This is not uncommon in a limited market, but it 
seriously penalizes a guarantee stockholder. A holding company is the only 
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proven way that the holder of guarantee stock can receive a fair price for what 
he owns. 

The factor of estate liquidity was a most compelling one for me personally, 
and, while I previously realized that I had very serious estate problems, 
I now feel that these problems have been solved by the exchange of my interest 
in Prudential Savings & Loan Association for Financial Federation stock. I 
might add that I did not sell one share of Financial Federation stock that I re- 
ceived in exchange for my guarantee stock. I still hold all the stock and I did 
not receive any cash in this exchange. 

A savings and loan holding company can provide stock to the investing 
public who should not be prevented from participating in the ownership of 
savings and loan associations, just as investors can now participate in the own- 
ership of banks and other financial institutions. In California, it is not possible 
for a single association to have a large number of stockholders, as the guarantee 
stock in all instances must be offered to the existing holders. In any event 
such an investment would be confined to one local association. By investing 
in holding company stock, there would be an investment in several associations 
covering a wide geographic area with diversification of risk. The public is 
interested in this type investment, as the business affairs of savings and loan 
associations are strictly regulated by State and Federal authorities, providing 
conservative investments in the securities market. 

The bill in question, if enacted in its present form, would absolutely pro- 
hibit savings and loan holding companies. Its enactment would not benefit 
holders of insured savings accounts; it would not benefit borrowers from asso- 
ciations and would not benefit the holders of guarantee stock. The exact reverse 
would be true, as this bill would be harmful to the association and its ability 
to serve as an important source of loan funds. In fact, it would benefit only 
the large associations, particularly those with Federal charters, while having a 
serious and adverse impact on an industry that plays such an important part 
in our economy. 

This bill would have no effect upon the overwhelming majority of savings 
and loan associations; it is aimed at only a minor but important segment of the 
industry. This is true for the reason that stock associations (which constitute 
only 5 percent of all associations) are the only ones atfected by this bill, while 
mutual associations (which do not issue stock, but account for the remaining 
95 percent) are not within the provisions of the bill. It would not prevent or 
regulate the merger of mutual associations, and we have just seen such a 
merger of two Federal mutual associations in California with assets of now over 
one-half billion dollars. Moreover, it would not prevent the expansion of asso- 
ciations through branch operations. 

The savings and loan industry is the principal source of funds for home con- 
struction and improvement. It is a large and important part of our growing 
economy and it would be unwise to prohibit a desirable development in one 
segment of this industry. Ninety-five percent of the savings and loan associ- 
ations in the United States are mutuals and can never join with a holding com- 
pany. For this reason alone, holding companies must always be a minority 
development but in an important part of the industry. It is only the stock 
associations that can participate in a holding company and are affected by this 
bill. Of the 100 largest savings and loan associations in the United States, 
85 are mutual associations. These mutuals and, in particular, the Federal 
mutuals, are the principal proponents of this bill in their effort to prevent the 
stock associations from joining together in effective competition with them. 
In California, there are 238 savings and loan associations, of which 159 are 
eapital stock associations. The stock associations had resources at June 30, 
1959, of $4,474,800,000, representing 54 percent of the total savings and loan 
assets in that State. Permanent stock associations, therefore, represent an 
important part of the California savings and loan industry, and their further 
development would be stifled by the proposed legislation. 

I do not believe that savings and loan holding companies, as such, should be 
prohibited upon unwarranted assumptions. Absolute prohibition is entirely 
too drastic, as there is a proper and important place for holding companies in 
the savings and loan industry. I differ with the proponents of this bill essen- 
tially on one ground. They urge that savings and loan holding companies 
should be prohibited and I believe they should be regulated. The basic differ- 


ence, therefore, is between absolute prohibition on one hand and proper regu- 
lation on the other hand. 
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The proponents of this bill state that holding companies will take away the 
local character of small savings and loan associations. The mutual associ- 
ations who urge the passage of this bill are neither local nor small. They 
are the giants of our industry with whom we seek to compete. In Financial 
Federation, we have maintained and will continue to maintain the local char- 
acter of each association, with local management active in local civic affairs 
exactly as they have in the past. This is better for us, for the association, and 
for the community it serves. 

I believe that savings and loan holding companies should be subject to proper 
regulation by the Federal Home Loan Bank Board. These regulations should 
prevent a holding company from engaging in any transaction that would tend 
to injure or affect competition in the savings and loan industry. While I 
believe that savings and loan holding companies are making valuable contri- 
butions to free competition in our industry, I am realistic enough to know that 
a holding company might not always serve those desirable purposes if not 
properly managed. To that extent, therefore, they should be subject to proper 
regulatory authority. 

In addition, transactions between a savings and loan association and a hold- 
ing company should be regulated so as to prevent the association from making 
advances, loans or investments to the holding company, as such transactions, 
in my view, do not fall within the proper purposes of such a holding company. 
Perhaps regulations should be developed to make certain that a savings and 
loan holding company does not engage in multi-State operations to the detriment 
of participating associations. This stems from my view that a holding company 
could possibly become too widespread to properly serve the associations for 
which it was established. 

In order to develop appropriate regulations for holding companies, the pro- 
posed regulations must be drafted to prevent or control reasonably forseeable 
dangers in our industry. If so controlled, they could continue to serve a use- 
ful and beneficial purpose. I would be most happy to work with this committee 
in the development of such regulations which I believe should be the subject of 
careful study and comment by the best people in our industry and by those who 
regulate it. No such study has been made by anyone who has given serious 
thought to this matter. The only proposed solution has been the present bill 
which calls for drastic surgery. 

In my view, the pending bill is not wise. I believe it goes entirely too far 
and that it should not be enacted in its present form. I would urge this com- 
mittee, however, seriously to consider the regulation of savings and loan holding 
companies so that they may continue to serve our industry within proper 
bounds, 


The Cuatrman. The next witness is Mr. Orville Chatt, vice presi- 
dent of the San Diego Imperial Corp., San Diego. Mr. Chatt. 

The same procedure will apply, sir. Will you please proceed? 

Mr. Cuarr. Yes, sir. 

The Cuarmman. You may put your full statement in the record 
and then summarize it for us. 


STATEMENT OF ORVILLE CHATT, VICE PRESIDENT, SAN DIEGO 
IMPERIAL CORP., SAN DIEGO, CALIF. 


Mr. Cuatr. My name is Orville Chatt, and I am vice president of 
the San Diego Imperial Corp., which owns 10 associations in the States 
of California, Colorado, and Texas. 

I appreciate the time element which is involved this morning. I 
kindly request that my written statement be placed in the record and 
plate myself at the hands of this committee for the purpose of an- 
swering any questions that may be propounded. 

The CHarrman. You may state for the benefit of the committee 
what your individual operation is and how this bill would, you think, 
affect you. 
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Mr. Cuarr. This bill would only affect us in one way: it would 
prohibit the San Diego Imperial Corp. from acquiring other stock 
companies in the savings and loan business. 

I want to heartily endorse the statements made by the gentleman who 
just left the stand. There is little that I can add to his statement, with 
the exception, perhaps, that we believe that for the first time in this 
country, by reason of holding companies, a mar ket has been established 
for stock in stock sav ings and loan associations. Heretofor e, it has 
been impossible for an individual owner of stock in an association 
to sell that stock, sometimes not possible at all, and in all instances he 
was entirely at the mercy of the other stockholders. 

With the advantage of savings and loan association holding com- 
panies there is an est: ‘ablished market for the stock, and within the next 
6 weeks San Diego Imperial stock will be listed on the New York 
Stock Exchange. It will have a place where the buyers and sellers 
meet and can determine a price. For the first time a person owning 
stock in a savings and loan association through a holding company 
will know what his stock is actually worth. 

I believe also that by reason of the audits required of the savings 
and loan associ: ition there is no possible chance of abuse by reason of a 
holding company’s being in control of a savings and loan association. 

These associations which are owned by a holding company are sub- 
ject to the Securities and Exchange Act. They. are subject to the 
many, many rules and regulations of the Federal Home Loan Bank, 
as well as the savings and loan commissions of the respective States 1 in 
which they operate. 

We know of no abuses. We can conceive of no abuses or harm that 
can come, and I personally do not believe that it has been the policy of 
our esteemed Congress to conjure legislation to prevent what someone 
may consider is going to be an evil in the future. 

The Cuarrman. Are there any questions? 

Senator Bennerr. I would like to ask one, Mr. Chairman. 

Do you hold stock in any corporation which is not a savings and 
loan association ? 

Mr. Cuartr. We do, sir. 

Senator Bennett. Is this an important part of your holding? 

Mr. Cuatr. A very minor part, sir. 

Senator Bennerr. Very minor? 

Mr. Cuarrt. Yes, sir. 

Senator Bennett. In the area of 5 percent or less? 

Mr. Cuatr. Much less. 

Senator Bennett. Much less? 

Mr. Cuatr. Much less. 

Senator Bennett. I think that is all. 

Mr. Cuarr. I might add, if I may, that while this act would pro- 
hibit holding companies from acquiring other stock associations, I 
know of nothing to prevent the merger of Federal associations or 
mutual associations, and they have already occurred to an extent 
which I believe exceeds the total assets of any holding company. 

I believe that the passage of this act is against the very principles 
that this country advocates and is advertising around the world: Free 
industry, and so forth. I consider this act just another step in creep- 
ing socialism. 
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The Cuarrman. We thank you. 
Mr. Cuarr. Thank you, Senator. 
(The prepared statement of Mr. Chatt follows :) 


STATEMENT OF ORVILLE CHATT, VICE PRESIDENT, SAN DreGo IMPERIAL Corp., SAN 
Dieaco, CALir. 


As vice president of the San Diego Imperial Corp., I wish to thank you for 
the privilege of appearing before you this morning. 

The San Diego Imperial Corp. is the owner of the majority stock of 10 savings 
and loan associations and consequently is opposed to the provisions of H.R. 
7244. 

Congressman Spence in introducing this bill in the House of Representatives 
stated that the acquisition by holding companies of stock in savings and loan 
associations would change the character of a local association and that such 
companies have no place in the savings and loan field. I contend that the associ- 
ations affiliated with a holding company maintain their local character by virtue 
of the continuance of corporate entity and management, which I shall discuss 
more fully later. May I point out that there are now and have been for many 
years multibranched savings and loan associations having assets of over a quar- 
ter billion dollars. These associations, by virtue of operating under one name 
are, apparently, deemed to have the local character so prized by the proponents 
of this bill. In actuality, the branches of this type institution have consider- 
ably less autonomy than do affiliated savings and loan associations and, due to 
existing loan area regulations, actually siphon off funds from certain areas. In 
short, savings of an area served by branches do not accrue to the benefit of that 
area to the extent that is present under a holding company arrangement, as 
there is no limitation imposed upon interbranch transfer of funds. 

The holding company has no intention whatsoever of destroying the local 
character of the individual associations. We have never changed the manage- 
ment of a local association and have left the internal affairs under the control 
of the old management. The individual association remains a local institution, 
loyal to its community, to its certificate holders, and its borrowers. 

We have found that a very definite contribution may be made to the. indi- 
vidual association by furnishing expert advice in the investment of reserve and 
excess idle funds in bonds, notes, and bills. Such advice usually is not available 
to the average individual association, and this is particularly true among the 
smaller associations. 

It has been and will continue to be our policy to have the ranking officer of 
each association as a member of the board of the parent company. By this 
means, a pooling of information and ideas on a broad base has been made pos- 
sible. In addition to placing the ranking officer of an association on the board 
of directors of the parent company, it is our policy to place an executive officer 
of the holding company on the board of the local associations to further the 
flow of communications, and to give the executive committee of the parent 
company firsthand knowledge of conditions existing in the areas served by the 
individual associations. 

Further, a policy of requiring audits by outstanding national auditing firms, 
in compliance with requirements of the Securities and Exchange Commission, 
gives added protection and security to the individual associations, as well as 
to their individual customers. Contact with auditors of national firms has 
added a breadth of experience to the managers of the small associations, which 
would be economically impossible were they standing alone. These factors, 
local management fully versed in the conditions of their individual areas, expert 
advice, pooling of ideas and information, and contact with top flight financial 
experts, have combined to materially strengthen the executive capacities and 
abilities of the local managers, and thus the individual associations. 

. With your permission, I will list additional advantages to be gained by the 
‘associations associated with a holding company. In doing so I naturally have 
in mind the activities of the San Diego Imperial Corp., but I am quite sure that 
the other major holding companies in the field have the same thoughts and 
ambitions. 

In the first place, our holding company has a borrowing capacity of millions 
of dollars, which can be immediately channeled to a local association as a need 
arises. This capacity is peculiar to a holding company, and is entirely in addi- 
tion to the benefits accruing to a member of the home loan bank system. 
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Several times we have had occasion to assist an individual association. In 
each instance savings increased so rapidly that the earnings of the local as- 
sociation were not sufficient to maintain required reserves. In each instance 
the parent company simply contributed such funds as were necessary to augment 
the reserves. In the same situation, an unaffiliated association would have 
been faced with one of two alternatives: either to cease accepting savings, 
or to call upon the stockholders for individual donations of additional capital 
funds. Obviously there is a limit to the ability of individuals to continually 
augment reserves. Hence, eventually the association would have been forced 
to cease accepting savings. I am sure the resultant stagnation in the industry 
is not desired by either Congress or the proponents of this bill. In the event 
funds are needed for other than reserve requirements, the holding company 
could and would simply supply such funds as might be required. 

In the second place, by our broad geographic diversification of affiliated as- 
sociations we are able to mitigate to some extent the effects of purely lo 
cal economic fluctuations. Where one section may be most prosperous, another 
section may have a so-called recession. Funds may be plentiful in one area and 
in short supply elsewhere. Loans may greatly exceed demand in one area and a 
dearth of loan demand may exist in another community. By utilizing fully the 
participation loan plan authorized by the Federal Home Loan Bank, an individual 
association may diversify its loan portfolio into areas of greater loan demand. 
To differentiate between the arbitrary siphoning of funds referred to hereto- 
fore, please bear in mind that only 20 percent of total assets of an association 
may be so invested. While nonaffiliated companies also may participate in loans 
with other associations, I believe that the originating association tends to make 
higher risk loans for a participating program with an unaffiliated correspondent, 
inasmuch as only one-half of any loss will fall on them. This is not the case 
with affiliated companies, where any loss due to high risk loans is absorbed 
in its entirety by the parent company. 

Customers having funds in excess of $10,000, but who are conscious of in- 
surance limits upon savings accounts, can be accommodated in an expeditious 
manner by spreading their funds, up to limits on individual insured accounts 
at each association, among other associations. 

Now, may I briefly discuss a matter which, to my knowledge, has not been 
brought before this committee: the marketability of stock in savings and loan 
associations. Savings and loan associations traditionally have a small number 
of high par value shares of stock, which is usually closely held. We believe 
that ‘the holding company has made a market for this stock not heretofore 
available. We now have approximately 9,000 stockholders and anticipate that 
we will have some 10,000 stockholders within a month. Contrast this broad 
market to that of the above-mentioned condition of an individual savings and 
loan stockholder. On the one hand, no market; on the other, complete liquidity. 
On the one hand, an arbitrary price based on par value; on the other hand, a 
brisk auction-type market where supply and demand meet to determine a fair 
price. 

In addition to the benefits inuring the owners of stock of an individual sav- 
ings and loan association, broad public ownership of savings and loan associa- 
tions, which is only possible through the medium of savings and loan holding 
companies, should materially strengthen the savings and loan industry as a 
whole, as these stockholders acquire knowledge of the savings and loan busi- 
ness through various information releases of the holding companies, and in their 
own self-interest avail themselves more and more of savings and loan facilities. 

In conclusion, we contend there is nothing inherently wrong with holding 
companies. After all, it is a question which can only affect some 14 States, 
as stock companies are recognized only in that number of States. If the time 
ever comes when there is something wrong with the operation of holding com- 
panies in the savings and loan field, they can and should be regulated. But 
we will always question the wisdom of their elimination. 


The CHatrman. The next witness is Mr. Charles M. Hughes of 
Beverly Hills, Calif. We are glad to recognize Mr. Hughes, and 
your prepared statement may be inserted in full in the record, and you 
will proceed to summarize it for us, please. 





84 SAVINGS AND LOAN HOLDING COMPANIES 


STATEMENT OF CHARLES M. HUGHES, SOUTHERN COUNTIES 
FINANCIAL CORP., BEVERLY HILLS, CALIF. 


Mr. Hvuenes. Senator Robertson, Senator Bennett, I am an attor- 
ney. I represent a corporation called Southern Counties Financial 
Corp. This is a brandnew Delaware corporation. It is presently 
acquiring the stock of one savings and loan association, and will have 
assets of about $20 million. So presently it is going to be a small one 
in the overall picture. 

It is not my intention in this oral presentation to go over the details 
of the advantages of the holding company in the savings and loan 
business. It has been gone over in other oral presentations, and it is 
contained in my brief. The only thing that I would like to do today 
is to stress one point in my brief, if I may, which I consider the most 
important point. That is a comparison of the holding company in- 
sofar as the savings and loan business is concerned to the banking 
business. 

Undoubtedly you gentlemen have been informed that back in 183 
Oxford Provident Building Association became the first savings and 
loan company inthis country. The only reason I bring that up is that 
Oxford Provident had two fundamental aspects, one being that to 
belong to the association one had to deposit with them a fixed sum of 
money. The second aspect was that if one were going to borrow from 
the association, he had to be a member. 

Gentlemen, what I would like to point out today is that this con- 
cept of a savings and loan association does not exist any more. Let us 
be realistic and practical about it. When one goes in to deposit money 
in a savings and loan, it is the same thing as w rhen one deposits money 
in a savings account of a bank. It has no practical difference insofar 
as the deposit is concerned or the savings and loan company is con- 
cerned. Their form may be different, they may call themselves some- 
thing else, but it is the same thing. 

The second aspect involving modern day savings and loan associa- 
tions is that when you get a home loan it is the same thing w hether 
you are on the loaning end, or whichever end you are on. It is the 
same thing whether it be a bank loaning the money or a savings and 
loan. They are in direct competition on this. What I am saying is 
for all practical purposes and particularly for purposes of legislation 
concerning regulation, a bank and a savings and loan institution of 
the modern concept are now the same. 

This is not a new problem with you gentlemen. I am sure Senator 
Robertson knows considerable about the problem of the Bank Holding 
Company Act. I would like to quote two sentences from this Senate 
committee report on the Holding Company Act back in 1956 which 
I consider to be very true. 

The report said: 

_ «It is not the committee’s contention that bank holding companies are evil of 
themselves. However, because of the importance of the banking system to the 
national economy, adequate safeguards should be provided against undue concen- 
tration of control of banking activities. 

I do not think anybody could dispute that statement. 

As I say, gentlemen, the considerations you had at that time were 
the same considerations you have with regard to savings and loans. 
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You had the problems of the group banking system, the exchange 
banking system, the unit bank, the branch system. And the savings 
and loans have grown in the same manner. 

You considered that at length. You prepared and passed a bill, 
and I do not doubt it was a very, very due and deliberate consider: .tion, 
to control the bank wherein you required the bank to register. And 
in allied legislation they had to have a voting permit to vote the stock 
of a subsidiary. There were controls on financial transactions back 
and forth between the subsidiaries. As a matter of fact, as I recall, 
all you allowed was downstream financing. But that did allow help 
to the weak sister in the group, as did various other regulations of that 
nature. 

My point, gentlemen is this: These savings and loans are the brother 
of the bank insofar as any of this business of control or regulation is 
concerned. It hardly seems fair where we have this brother bank over 
here being regulated, and that is fine, but this younger brother savings 
and loan over here, not nearly as big but a brother nonetheless, is 
virtually cut off from any future growth, and saying that, “You are 
evil. You are bad, and we are not going to let you grow any more.’ 

I submit to you what is good for the bank from well considered leg- 
islation is equally good for the s savings and loan organization over 
here. It seems to me that without actually a great deal of difficulty 
proper legislation could be drafted. Iw ould cooperate with any com- 
mittee or group that you have in preparing legislation—not that I 
know the ramifications of that—to do whatever is nec essary to go 
through the Bank Holding Company Act to change the name to sav- 
ings and loan, definitions, whatever else is necessary. I submit if 
that were done, you would have very fair legislation for savings and 
loans. It would be ona par with the brother bank situation and this 
problem would be met to the satisfaction of all concerned. 

In that regard, looking back to my high school civics or college 
political science, I recall a saying that no legislation at all or no law 
at all is better than a bad law. 

It must be remembered that every one of the proponents of this bill 
submitted amendments, and they were not even the same : rn 
So they did not think the law was right in its present form. I do not 
believe that this group would like to pass a law which is not the best 
possible law. It “has en considered before, and I submit that there 
should be a law in this regard. It should be the same regulatory law 
that you had in the bank regulatory act of 1956. 

The CHatrrman. Mr. Hughes, i in the Bank Holding Company Act 
of 1956, we required bank holding companies to choose between bei sing 
bankers or operators in other fields of industry. 

Mr. Huaues. That is right. 

The Cuarrman. If they were going to be bankers, they had to divest 
themselves of other interests, and we put in a provision against unnec- 
essary loss, a tax provision, and so forth 

Do I understand that on behalf of the savings and loan holding 
companies, instead of the bill that was passed by the House, you are 
asking for a bill that would require savings and loan holding com- 
panies to divest themselves of all except their savings and loan opera- 
tions ? 

Mr. Hueues. I do not think that would be entirely unfair to savings 
and loans to make them be strictly savings and loan organizations. 
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I do not see anything wrong, the same way the banks have to be 
strictly banking organizations. I agree with that. 

The Cuamman. Any questions? 

Senator Bennett. No. 

The Cuarrman. We thank you very much. 

Mr. Hugues. Thank you. 

(The prepared statement of Mr. Hughes follows :) 


STATEMENT OF CHARLES M. HuGHES, SOUTHERN COUNTIES FINANCIAL CoORP., 
BEVERLY HILLS, CALIF. 


My name is Charles M. Hughes. I am an attorney at law permitted to prac- 
tice in the State of California, with offices at 434 North Rodeo Drive, Berverly 
Hills, Calif. I represent Southern Counties Financial Corp. This is a Delaware 
corporation with offices and business in the State of California. This is a new 
corporation and is in the process of acquiring one State-chartered savings and 
loan in Los Angeles County. It is anticipated that the corporation will acquire 
additional savings and loan organizations to act as a holding company. 

The corporation is organized with an authorized capitalization of $1 million. 
Initially, it will have a three-man board of directors which will be increased 
as it is felt necessary in the best interest of the organization. 

I am appearing in opposition to the enactment by the Senate of H.R. 7244, 
which is now before the Banking and Currency Committee of the Senate. The 
principal theme of this argument will be to show that this bill will in fact 
eliminate the possibility of holding companies acquiring new savings and loan 
organizations, and will greatly curtail the effectiveness of existing holding com- 
panies, to the extent that they may well become nonexistent in this field. It 
is my intention to show that there are many advantages to the use of the holding 
company id the savings and loan field, insofar as the public is concerned; and, 
that reguiation on the same, or similar basis, to banks would be the answer to 
maintaining the advantages and overcome the disadvantages of the holding 
company. 

In speaking of savings and loans in this presentation, I refer only to the 
type of savings and loan which has guarantee stock, not refundable, the same as 
is defined in H.R. 7244 in section 408(a)(3). Needless to say the bill does 
not attempt to limit the activities of mutually owned savings and loan organ- 
izations. 

Other definitions which should be made in this presentation concern the 
system of types of organizations of savings and loans, insofar as it extends to 
having multiple offices. The unit System will refer to the situation wherein there 
is but one savings and loan, with no branches, and no regular tie-ins with any 
other organization. The group savings and loan system will refer to the holding 
company system wherein a parent organization owns or controls subsidiaries 
within the purview of H.R. 7244. The branch system will refer to the one 
savings and loan organization not owned or controlled by other organizations, 
but owning as branches various offices. These definitions are intended to be 
used in the same manner as is used in connection with banks. 

The benefits of the groups system of savings and loan are multiple. For one 
thing, it can have the benefit of local control, coupled with the advantages of 
correlation of thinking and economies by cooperation with other organizations. 
Indeed, in a holding company setup, each subsidiary is a corporation unto it- 
self, and has its own local board of directors and officers who are familiar with 
local problems. Compare this to the branch system where the entire directorate 
and management stems from one office, which may be many miles distant from 
the branch facility, and remote from the problems of the branch community. 
Aside from this, this local control can have the benefit of the thinking of the 
parent organization, which represents the sum total of the thinking of all the 
subsidiaries. In addition to this, whenever a subsidiary has the problem of 
management replacement, which cannot be done on a local scale because of 
lack of training, the parent company will always be able to supply sound re- 
placement management. 

Furthermore, because of the unparalleled growth of the population centers 
of the United States, we find a situation where from day to day the financial 
building problems are shifting farther and farther from the hub of the cities. 
This means that a new facility in a new construction area will have a primary 
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problem of making large and multiple construction loans to its community, but 
that it will not be in a good position to acquire funds (deposits) to make loans 
because of the fact it is in a community not yet well settled. It must depend 
on some other facility to advance funds to it. Then as the community becomes 
settled and building emphasis shifts elsewhere, the situation is reversed and it 
then has the prime problem of having a place for its money. With cooperation 
of several savings and loan working together, under a holding company, the 
problem can be adequately met by the proper placement of funds where needed 
for construction. In addition to this a new savings and loan facility can have 
the benefit of financial help from the parent organization to help it through its 
initial growing years. 

More than this the public will be benefited by the fact that through the 
holding company device, we will in fact have more, and a better competition 
between savings and loan organizations. At present, it is most difficult for 
the new small savings and loan, with a net worth of a million or two million 
dollars, to compete with organizations such as Home Savings & Loan, with 
assets of $590 million, Standard Federal Savings & Loan, and California Fed- 
eral Savings & Loan (merged) with combined assets of over $450 million, 
Coast Federal Savings & Loan with assets over $316 million, or Glendale Fed- 
eral & Loan with assets of over $222 million. In addition to which these giants 
of the industry have as many as 20 branches. Needless to say, competition is 
on its most unfair basis for such small organizations to compete with such 
giants. Fair competition is promoted when several small organizations can 
combine their talents to do business in competition with these giants. 

The public is further benefited from the fact that presently with individual 
small savings and loans operating independently, they have stock ownership 
which is closely held and not available for public sale. The holding company 
by being able to issue stock in small lots has found it feasible to allow the pub- 
lic to invest in these organizations through the medium of the holding company. 

The further advantages of the holding company come with increased efficien- 
cies, through such things as combined effort in advertising, personnel training, 
interchange of ideas, ete. I will not enlarge upon this subject as I believe other 
speakers opposing this bill will have more to say about this. 

It is felt that the savings and loan of today is analogous in a large measure 
to the bank, and should be treated as such, and should have the same, or simi- 
lar, regulations as banks, insofar as holding companies are concerned. In the 
inception of the savings and loan, the first organization was Oxford Providence 
Building Association formed in 1831, by 87 members, who were all required to 
donate a certain sum of money into the organization, and if such persons were 
members of the organization they were entitled to borrow for the purpose of 
building. This was a true cooperative. From that date to this the entire con- 
cept of cooperative savings and loan has been entirely changed. No longer is 
it necessary to contribute a set sum to the organization, and no longer is it 
necessary to be a member of the organization to borrow from it. In truth, and 
in fact, insofar as the savings feature is concerned, it is nearly identical to that 
of the banks, and insofar as the loaning is concerned, it is in direct competi- 
tion with the banks insofar as homebuilding is concerned. In short, savings 
and loan is like a specialized type of banking in its modern concept. 

The problem of group banking is not new to this committee. It arose in 
connection with the enactment of the Bank Holding Company Act of 1956 (act 
of May 9, 1956, 70 Stat. 133) the problems of group banking were identical to 
those now presented with regard to group savings and loan operations. At that 
time, the Banking and Currency Committee in its report (No. 1095, 84th Cong., 1st 
sess.) on the matter stated: “In the opinion of your committee, public welfare 
requires the enactment of legislation providing Federal regulation of the bank 
holding companies, and the type of assets it is appropriate for such companies 
to control. In general, the philosophy of this bill is that bank holding com- 
panies ought to confine their activities to the management and control of banks, 
and that such activities should be conducted in a manner consistent with public 
interest * * * 

“It is not the committee’s contention that bank holding companies are evil of 
themselves. However, because of the importance of the banking system to the 
national economy, adequate safeguards should be provided against undue con- 
centration of the control of the banking activities * * *” 

This act, which may constitute a pattern for proposed legislation, for savings 
and loan organizations, did limit the activities of bank holding companies to 
banking activities, and required the holding companies to register with the Fed- 
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eral Reserve System, and make reports to the Federal Reserve System and allow 
examinations of the company, and the subsidiaries, at the cost of the company. 
Federal legislation also requires a vote permit, in order to vote the shares of 
banks that are controlled. The legislation also prohibits certain financial trans- 
actions by the subsidiaries, but does permit “downstream” loaning from the 
holding company to the subsidiaries. This last feature is important for the 
financial strength of the subsidiaries. 

As stated before, this committee has been faced before with this identical 
problem, and undoubtedly after much discussion and consideration the Holding 
Company Act of 1956, as outlined above was enacted. It was not felt wise 
then to eliminate holding companies for banks, and it is difficult to see why it 
would be wise to now eliminate holding companies for savings and loans. 

In conclusion, as will be seen above, there are many advantages to the holding 
company, many of which overshadow the advantages of the branch operations. 
Admittedly, there are prospective evils to the system, but these should not be 
the reason for completely eliminating the system. Indeed, looking at life itself 
there are many evils perpetrated by mankind in general, such as robbery, rape, 
murder, ete. But we do not eliminate the human race, we find it good, and we 
take care of the evils by regulations. It is, therefore, respectively submitted 
that this matter should have the further consideration of this committee, 
before such drastic steps as the elimination of the holding company in the 
savings and loan field is taken. 

The CuatmrmMan. The next witness is Mr. William J. Bowman, of 
Security Savings & Loan Association, Oakland, Calif. We are glad 
to recognize Mr. Bowman. 

Mr. Bowman. Thank you, sir. 


STATEMENT OF WILLIAM J. BOWMAN, PRESIDENT, SECURITY 
SAVINGS & LOAN ASSOCIATION, OAKLAND, CALIF. 


Mr. Bowman. My name is William J. Bowman. [I live at 288 St. 
James Drive, Piedmont, Calif. I am president of Security Savings 
& Loan Association of Oakland. We have branches in Albany, Rich- 
mond, and Martinez, all in California. 

I have been active in the savings and loan business in the State of 
California for the past 34 years, 10 years of which I served as chief 
examiner for the Federal Home Loan Bank Board for the then 12th 
Federal Home Loan Bank District which comprised the States of 
Arizona, California, Nevada, and Hawaii. 

I am appearing before this committee in opposition to bill H.R. 
7244. I have watched the development and progress of holding com- 
panies in the savings and loan field with great interest. At no time 
have I observed any single instance detrimental to the public interest 
or objectionable in terms of operational activities. 

During the past 25 years we have had both Federal and State legis- 
lation that strengthened our institutions and the supervision of them. 
There now appear to be adequate legal remedies available to deal 
with any unsound practices which might occur in the savings and 
loan industry regardless of the type of ownership. 

I would like to observe, Mr. Chairman, that the operating pattern 
of holding companies is well established with regard to the preserva- 
tion of local management. That is true in all of the holding com- 
panies with which I am familiar. 

I would like to point up also that the guarantee capital of per- 
manent capital stock of any savings and loan association, if the 
State permits such issue, is a nonwithdrawable stock. It is not in- 
sured by any State or Federal agency. It represents risk capital 
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plus accumulated earnings and is not only an additional protec- 
tion to the public, but it is also a protection to the Federal Savings 
and Loan Insurance Corporation. Any impairment of capital that 
might develop in any such association must be restored and the losses 
must be absorbed by the stockholders themselves before the Federal 
Savings and Loan Insurance Corporation is called upon to pay. 

The question arises in my mind as to why should permanent capi- 
tal stockholders in savings and loan associations be denied complete 
freedom of action in dealing with their securities when these in- 
vestments are actually frozen in the associations themselves as an 
additional protection to the public. 

There is a probability, I suppose, that the question may be raised 
as regards the sovereignty of the States in that this proposed bill 
is legislating restrictions upon certain corporate activities which are 
permitted by the States chartering these corporations. I wonder 
what good purpose would be served by enacting legislation that would 
interfere with the orderly business processes of a segment of pr ivate 
industry that has violated no law, serving well the public need in 
the field of thrift and home financing, is adequately supervised, and 
in my humble opinion already subject to a sufficiency of State and 
Federal laws and regulations. 

[ also raise the question, if I may, why deny the Nation’s savers 
the additional protection of the strength and stability inherent in 
large holding company ownership. I think to do so would be against 
the public interest. 

I respectfully urge, Mr. Chairman, that H.R. 7244 be disapproved 
by the committee for the reasons stated above. 

Thank you for the opportunity to be heard. 

The CHarrMan. Are there any questions ? 

If not, we thank you very much. 

(The prepared statement of Mr. Bowman is as follows :) 






STATEMENT BY WILLIAM J. BOWMAN, PREIDENT, SECURITY SAVINGS 
ASSOCIATION, OAKLAND, CALIF. 
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My name is W. J. Bowman. I live at 288 St. James Drive, Piedmont, Calif. 
I am president of Security Savings & Loan Association of Oakland, Calif. 
We have branch offices in Albany, Richmond, and Martinez, Calif. 

I have been active in the savings and loan business in the State of California 
for the past 34 years, 10 years of which I served as chief examiner for the 
Federal Home Loan Bank Board for the then 12th Federal Home Loan Bank 
District consisting of the States of Arizona, California, Nevada, and Hawaii. 

Iam appearing before this committee in opposition to bill H.R. 7244. 

The purpose of this bill is to promote and preserve local management of 
savings and loan associations by protecting them against encroachment by 
holding companies. 

To promote and preserve local management of savings and loan associations 
is a worthy objective; this is true, I believe, in the case of any corporation 
whose business is coupled with a public interest. This philosophy has been 
recognized by the holding companies with which I am familiar. They have 
retained existing local managers, executive officers, and most of the directors, 
in some cases by increased compensation and other special inducements. This 
is good business. 

The operating pattern of holding companies is well established with regard 
to preserving local- management, and great success has resulted therefrom. 
It therefore would seem unnecessary to legislate on a matter which has already 
been satisfactorily taken care of by private industry itself. 

The savings and loan business has come of age. We are proud of the suc- 
cess we have had in rendering the quality and volume of service in the field 
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of thrift and home financing that has made this country a nation of home- 
owners. 

In my own State of California, savings and loan is big business. We now 
outrank all the other States as far as this business is concerned. Our total 
assets amount to about $8 billion. Approximately two-thirds of our associations 
are of the capital stock type. 

The book value of the stockholders’ equity as at December 31 last, amounted 
to over $250 million in California associations. This is nonwithdrawable and 
is not insured by any Federal or State agency. It represents risk capital 
and accumulated earnings. It is not only an additional protection to the 
public but is also a protection to the Federai Savings and Loan Insurance 
Corp., inasmuch as any losses which might cause an impairment of capital 
must be absorbed by the capital stockholders before the insurance corporation 
is called upon to pay. 

Why should permanent capital stockholders in savings and loan associa- 
tions be denied complete freedom of action in dealing with their securities, 
when these investments are actually frozen in the associations as an additional 
protection to the public? 

No restrictive legislation should be enacted that might stigmatize any facet 
of this great industry if we are to meet the challenge of fulfilling our destiny 
as the principal home financing agency in the domestic economy of our country. 

During the past 25 years we have had both Federal and State legislation 
that strengthened our institutions and the supervision thereof. There are now 
adequate legal remedies available to deal. with any unsound practices which 
might occur in the savings and loan industry regardless of the type of owner- 
ship. Therefore there appears to be no need for additional corrective or restric- 
tive legislation at this time. 

I have watched the development and progress of holding companies in the 
savings and loan field with great interest. At no time have I observed any 
single instance detrimental to the public interest or objectionable in terms of 
operational activities. 

It is my opinion that the proposed legislation is discriminatory and against 
the public interest for the following reasons: 

1. It would minimize the marketability of savings and loan association capital 
stock. 

2. It would limit the opportunity of the small buyer to place investments in 
this type of business through the medium of holding company stock. 

3. It would absolutely deny to insured savings and loan associations that is- 
sue permanent capital stock the privilege of joining with other similar associa- 
tions in a common parent company thereby causing them to forego the attendant 
advantages of greater strengthrand stability, management counsel, cooperative 
effort and fixing standards of efficiency and the like which a strong holding com- 
pany could provide. 

4. It is restrictive in that it diminishes a corporation’s free right of contract. 

5. It would tend to stigmatize a holding company as an “evil thing.” 

3. It would tend to penalize bigness for no justifiable reason. 

7. It would discriminate against those who invest in savings and loan as- 
sociation capital stock by limiting the right to purchase and sell such stock in 
a free and open market. 

8. It may well raise the question of violating the sovereignty of the States by 
legislating restrictions upon corporate activity permitted by the States chartering 
such corporations. 

What good purpose would be served by enacting legislation that would inter- 
fere with the orderly business processes of a segment of private industry that 
has violated no law, is serving well the public needs in the field of thrift and 
home financing is adequately supervised and already subject to a sufficiency of 

State and Federal laws and regulations. 

Why deny the nation’s savers the additional protection of the strength and 
stability inherent in large holding company ownership? To do so would be 
, against the public interest. 

I respectfully urge that bill H.R. 7244 be disapproved by this committee for 
the reasons stated above. 


~ 


The CHarrman. I understand that Mr. Mintz, who testified yester- 
day, would like to have the privilege of the floor : If so, we can recog- 
nize him at this time. Mr. Alexander Mintz from Shaker Heights, 


Ohio. 
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STATEMENT OF ALEXANDER MINTZ, SHAKER SAVINGS 
ASSOCIATION, SHAKER HEIGHTS, OHIO—Resumed 


Mr. Minrz. My name is Alexander Mintz. 

The CuarrmMan. Of interest, this morning Mr. Mintz told me his 
son graduated from Washington and Lee in my hometown and his 
daughter from Hollins College, where my wife graduated, which is 
only 40 miles from my home. So I listen with interest to his views. 

Mr. Mintz. Thank youso much. We really love the State of Vir- 
ginia. I mean that sincerely. 

My name is Alexander Mintz. I am president of Shaker Savings 
Association. I testified out of turn yesterday. I was scheduled for 
this morning, and I did not have my suitcase of materials with me. I 
will just take this one moment. 

I have in my hand and I will leave with your clerk a chart of the 
100 largest savings and loan associations in the United States as of 
June 30,1959. It is significant that although the Federal savings and 
loan system started in 1934, although the savings and loan industry 
started in 1831 and was exclusively a State system until 1934, that al- 
ready of this 100 largest companies in the United States, 67 are Fed- 
eral savings and loan associations. 

The holding company operation is a holding operation. It would 
tend to buffer and support and shore up in ¢ ompetition with a Federal 
system the State type of savings and loan association. 

Thank you very much. 

The CHarrmMan. We will insert in the record this tabulation that 
Mr. Mintz has just furnished, the 100 largest savings and loan as- 
sociations. That is very interesting. 

(The document referred to follows :) 


The 100 largest savings and loan associations in United States, in order of size 
of savings share account totals as of June 30, 1959, compared with Dec. 31, 1958 

















Share (savings) accounts | Dividend rate 
Rank | a a ce I teal ae elec 
June | Rank} 
30, | | | June Dec. 
1959 | June 30, 1959 | Dec. 31, 1958 30, 1959} 31, 1958 
percent) percent 
oe - oa sey = —— ee oes |— - — a — EEE — 
1 Home Savings & Loan Association, Los $573, 411, 864 $522, 619, 066 | 1 7 4 
Angeles. | | 
2 | Oalifornia Federal Savings & Loan As- 389, 881, 423 | 220, 787, 794 | 8 | 4 | 4 
| sociation, Los Angeles. | 
3 | Twin City Federal Savings & Loan As- 300, 671, 286 | 281, 746, 919 2 | 34) 34 
| sociation, Minneapolis. 
4 | Coast Federal Savings & Loan Associa- 294, 738,100 | 271,503,223; 3 4.1 4,1 
tion, Los Angeles. | 
5 | Perpetual Building Association, Wash- 276, 884, 448 267, 081, 395 | 4 | 3% 314 
| ington, D.C. | | 
6 | First Federal Savings & Loan Associa- 267, 525, 192 | 247, 832, 088 | 5 344 3% 
tion, Chicago. | 
7 | First Federal Savings & Loan Associa- 257, 797, 230 | 245, 426, 883 6 3 | 3 
| tion, Detroit. | 
8 | Great Western Savings & Loan Associa- | 241, 179, 731 224, 614, 793 7} 4 | 4 
tion, Los Angeles. | | | 
9 | Talman Federal Savings & Loan Asso- | 232, 436, 217 213, 170, 762 | 9 334 3% 
ciation, Chicago. | | 
10 | Glendale Federal Savings & Loan Asso- 220, 864, 310 | 178, 598, 788 15 | 4 4 
| ciation, California. | | | 
11 | First Federal Savings & Loan Associa- | 211, 008, 119 | 200, 568, 461 10 3% 3% 
tion, Miami. | | 
12 | Bell Savings & Loan Association, Chi- 210, 472, 218 | 195, 365, 913 11 34 314 
| cago. | 
13 | Farm & Home Savings & Loan Associa- | 198, 661, 785 189, 992, 489 12 3} 3 


| tion, Nevada, Mo. | | 
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The 100 largest savings and loan associations in United States, in order of size 
of savings share account totals as of June 30, 1959, compared with Dec. 31, 
1958—Continued 



































Share (savings) accounts Dividend rate 
Rank ~ i lc acc we = eet 
June } | Rank | 
30, | June | Dec. 
1959 June 30, 1959 | Dec. 31, 1958 30, 1959} 31, 1958 
| percent percent 
14|B e Fed wings & Loan As- | $197, 408,007 | $184,727,001 | 14 4] 4 
\I d. | | | 
15 | Pacific First Savings & Loan 195, 994, 192 187, 533, 636 | 13 34) 34 
, , Tacoma, Wash. | 
16 | Minneapolis Savings & Loan Associa- 181, 181, 119 168, 652, 166 16 | 34 34% 
17 First Feder ; & Loan Associa- 176, 778, 021 | 161, 340, 441 | 17 | 3% 3% 
mn, St. Peters , Fla | | | 
18 | Carteret Savings & Loan Association, 173, 311, 751 | 160, 872, 390 18 | 3% 344 
Newark, N.J. | 
19 | Home Federal Savings & Loan Associa- 158, 000, 000 145, 410, 219 19 | 3%) 3% 
tion, Chic 1g0. | | 
20 | American Savings & Loan Association, 154,161,552 | 138,151,260 | 21 | 4 | 4 
Whittier Calif | } | 
21 | Worcester Federal Savings & Loan As- 142, 058, 499 | 136, 392, 956 23 | 3) 3% 
sociation, Massachusetts | 
22 | County Federal Savings & Loan Associa- 141, 678, 378 | 139, 215, 761 20 | 34) 3% 
tion, Rockville Centre, N.Y ! 
23 | Washington Heights Federal Savings & 138, 979, 239 | 129, 924, 984 24 | 34} 3% 
Loan Association, New York C ity. | | 
24 | West Side Federal Savings & Loan As- | 136, 138, 800 | 113, 584, 937 33 3% 3% 
x lation, New York City. | | 
25 | Minnesota Federal Savings & Loan As- 133, 897, 129 126, 587, 478 26 34 3% 
sociation, St. | ul. | | 
26 | Standard Federal Savings & Loan Asso- | 133, 801, 362 125, 028, 832 27 | 3 3 
| iation, Detroit. | | 
27 | Pioneer Investors Savings & Loan As- | 132, 648, 261 114, 555, 288 32 4 | 4 
sociation, San Jose, Calif. | | 
28 | Community Federal Savings & Loan | 132, 445, 478 | 113,291,852 | 34 |} 4 | 4 
Association of Overland, St. Louis. 
29 | Fidelity Federal Savings & Loan Asso- 131, 928, 739 | 119, 743, 191 30 4 4 
iation, Glendale, Calif. 
30 | Atlanta Fe‘leral Savings & Loan Associa- | 130, 926, 065 | 126, 782, 752 25 | 3% 34% 
tion, Georgia | } | | 
31 | Broadview Savings & Loan Co., Cleve- | 
land. _. 127, 689, 032 120, 874, 183 28 3% 314 
32 | Old Colony Cooperative Bank, Provi- | | 
| dene e “7 | 123, 545, 169 | 120, 113,944 | 29 | 34) 34 
33 | Gen C ity Savings Association, Dayton, | | | 
Ohio } 121, 518, 249 116, 567, 760 31 | 3 3 
34 | Dade Federal Savings & Loan Assotia- | | | | | 
cion, Miami . | 118, 772, 879 | 112,083,908 | 35 | 3% 34 
35 | First Federal Savings & Loan Associa- | | | 
tion, New York City. -.-. | 115, 602, 247 111,050,744 | 36 3% 3% 
36 | Mutual Savings & Loan Associacion, | | | 
| Pasadena, Calif - ; 112, 980, 774 | 105, 580,774 | 37 | 4 | 4 
37 | Greater Louisville First Federal Savings 
| & Loan Association, Kentucky . | 107, 023, 578 | 103,033,770 | 38} 34) 3% 
38 | First Federal Savings & Loan Associa- | | | | 
tion Rochester---- | 106, 964, 610 | 97, 519, 530 42 34 | 3 
39 | Astoria Federal Savings & Loan Associa- | | | 
tion, New York City 105, 700, 859 | 98,224,317 | 40) 34) 3% 
40 | Dallas Federal Savings & Loan Associa- | | 
| tion, Texas | 105, 432, 546 98, 050, 877 41 | 34) 34 
41 | Miami Beach Federal Savings & Loan | 
Association, Florida_____ | 105, 164, 447 | 100, 545, 357 39 | 34) 3 
42 | Pioneer Savings & Loan Association, | | 
Los Angeles. _- __...| 100, 904, 666 94,158,762 | 44 4 4 
43 | Fidelity Savings & Loan Association, | 
| Spokane, Wash | 98, 214, 746 94,217,367 | 43 3% 3 
44 | First Federal Savings & Loan Associa- 
| tion, Washington, D.C_ 97, 825, 323 84,404,397 | 57 4 | 34 
45 | First Federal Savings & Loan Associa- 
| _ tion, Milwaukee. -- | 97, 299, 037 87,975,914 | 53 or"? 
46 | Leader Federal Sav ings & Loan Associa- | | 
ag tion, Memphis 95, 789, 208 | 90,755,648 | 47 3% 3% 
47 | Loyola Federal Savings & Loan Associa- 
| tion, Baltimore_-- 94, 953, 110 | 88,042,431 | 52 4 4 
48 | Lawn Savings & Loan. Association, | | 
Chicago 94, 397, 049 89, 114, 226 50 4 4 
49 | Midland Federal Sav ings & Loan Asso- 
ciation, Denver 94, 003, 465 92, 535, 763 45 34) 3% 
50 | Long Beach Federal Savings ‘& Loan 
Association, California___- 94, 000, 000 90, 900, 000 46 4 4 
51 | First Federal Savings & Loan Associa- 
nn voce ccs | 93, 769, 391 89,165,190 | 49 3 3 
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100 largest savings and loan associations in United States, in order of size 


of savings share account totals as of June 30, 1959, compared with Dec. 31, 
1958—Continued 


| Home Savings & Loan Association, 


Youngstown, Ohio_ 

Ninth Federal Savings & Loan Associa- 
tion, New York City_--- 

South Side Federal Savings & Loan 
Association, Cleveland 

Lincoln First Federal Savings & Loan | 
Association, Spokane > 

Capitol Federal Savings & Loan Associa- 
tion, Topeka, Kans 

First Federal Savings & Loan Associa- 
tion, Orlando, Fla_ - 

San Diego Federal Savings & Loan Asso- 
ciation, California 


San Antonio Savings & Loan Associa- | 


tion, Texas 


First Federal Savings & Loan Associa- | 


tion of Broward County, Fort Lauder- 
dale, Fla 
Industrial Federal Savings & Loan As- 
sociation, Denver ae 7 
Home Federal Savings & Loan Associa 
tion, Ridgewood, New York City 
Home Federal! Savings & Loan Associa- 
ane San Diego 


Paul Federal Savings & Loan Asso- | 


Tak, Chicago 


Western Federal S: avings & Loan Asso- | 


ciation, Los Ange'es 


Chase Federal Savings & Loan Associa- | 


tion. Miami Beach- 


First Savings & Loan Association, East 


Paterson, N.J- 


Los Angeles Feder: al Si avings & Loan As- | 


sociation, California. 

Coral Gables Federal Savings & “Loan 
Association, Florida 

American Savings & Loan Association, 
Detroit - - a eine ate accat 

Gibraltar Savings & Loan Association, 
Beverly Hills, Calif 

Local Federal Savings & Loan Associa- 
tion, Oklahoma City 

Lincoln Savings & Loan Association, Los 
Angeles__ 

Oak.Park Federal Savings & Lo: in “Asso- 
ciation, IMlinois_- 


Suffolk County Feder al Savings & Loan 


Association, Babylon, N.Y- 
Union Savings & Loan Co., C jeveland_- 


Home Federal Savings & Loan Associa- | 


tion, Tulsa 


| Detroit & Northern Savings & Loan As- 


sociation, Hancock, Mich_- 
First Federal Savings & Loan Associa- 
tion, Minneapolis__--_. 


| First Savings & Loan Association, Oak- 


83 | 


84 
85 


86 


88 


land, Calif_- 
Womens Federal Sav ings & Loan Asso- 
ciation, Cleveland 


2} National Permanent Savings & Loan 


Association, Washington, D.C 

Joliet Federal Savings & Loan Associa- 
tion, Illinois 

Shaker Savings Association, Shaker 
Heights, Ohio 

Third Federal Savings & Loan Associa- 
tion, Cleveland 

Mutual Savings & Loan Association, 
Milwaukee 

Citizens Savings Association, Canton, 
Ohio . 

Franklin Society Federal Savings & 
Loan Association, New York City 


44981—59—_—-7 











Share (savings) accounts | | Dividend rate 
} a ar TI ta | Rank [ee 
| June | Dee. 
June 30, 1959 | Dec. 31, 1958 30, 1959 | 31, 1958 
| | | percent! percent 
| | 
$92,531,430 | $87,831,000 | 54 3 3 
91, 512, 983 | 88, 567, 679 | 51 34 3% 
| 90,904,768 | 86,568,506 | 55! 3%! 3% 
90, 700, 149 84,853,881 | 56 34 3% 
90, 563, 197 80, 132, 081 60 34 344 
89, 760, 231 89, 282, 879 48 34 314 
88, 839, 689 71, 454, 898 71 { 4 
87, 938, 107 | 81, 985, 977 59 | 34 3% 
87, 845, 128 | 80, 005, 525 61 3% 3% 
86,633,939 | 79,768,432 | 62; 3% 3% 
85, 610, 940 83, 366, 108 58 34 3% 
84, 975, 862 63, 149, 152 91 | {lo 4 
.| 84, 791, 840 | 77, 802,508 | 66 34 314 
84, 596, 405 78, 638, 353 65 4 4 
83, 811, 211 | 78, 741, 688 63 314 314 
83, 437, 229 78, 710, 600 | 64 314 34 
.| 82, 549, 335 | 74,734,056 | 67 4 4 
80, 795, 218 | 73, 758, 013 69 34 314 
| 78, 451, 858 74, 374,640 | 68 3 3 
| —-78, 183,301 | 62,429, 854 | 96 4 { 
76, 437, 439 | 70,796,647 | 72 34 314 
75, 661, 756 | 70, 708, 136 73 4 4 
74, 709, 044 64, 884,905 | 86 | 334 31 
73, 978, 094 71, 817, 631 70 3% 3% 
72, 715, 469 69, 388,806 | 7 4 3% 
72, 714, 473 | 66, 846, 519 76 314 34 
| 71,418,867! 66,288,781 | g0| 3 3 
71, 266, 027 | 66, 562,595 | 78 | 344 314 
71, 001, 419 63,071,748 | 92 4 4 
70, 746, 707 67, 186,703 | 75 314 314 
70, 499, 000 65, 214, 000 85 334 3% 
69, 827, 581 64, 008, 425 87 344 314 
69, 774, 571 65, 707, 620 83 314 3% 
69, 411, 143 54,804,210 | 126] 4 314 
69, 108, 500 66, 199, 642 81 4 
69, 047, 494 63, 247, 059 89 344 34 
68, 877, 772 65, 245,700 | 84 34-4) 3%- 
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The 100 largest savings and loan associations in United States, in order of size 
of savings share account totals as of June 30, 1959, compared with Dec. 31, 
1958—Continued 


Share (savin wecounts Dividend rate 
Rank , 
Jum Rank 
30, June Dec. 
1959 June 30, 1959 Dec. 31, 1958 30, 1950 | 31, 1958 
percent) percent 
89 Second Federal Savings & Loan Associa 
tion, Cleveland $68, 838, 092 $66, 639, 116 77 3! 
90  Kailroadmen's Federal savings & Loan 
Association, Indianapolis 68, 586, 804 66, 412, 735 79 3 3 
91 Van Nuys Savings & Loan Association, 
Cali lia 67, 923, 731 63, 177, 000 on t 
9 \iutual vings & Loa A in 
Los Ange! 67, 850, 820 65, 739, 026 82 i $ 
a { 4 leral Savings Loan A ci 
t 1, [Hinois 67,406, 711 62, 865, 245 94 
O4 I ral S S I 1 Assoc 
r S t 42 S82 62, 210, 020 s 
a] s F 
t ill t 4, OS 60,7 13 1 
bralt iV & I A 
iH ’ t 04, O4 Q x { s 
97 t - nes & |] i 4 
tion, Philadelphia 65, 210, 162 62, 225, 91! 7 
OS t ye Federal Savir & Loan Associ 
al ‘olumbus, Ohio 65, 155, 545 61, 715, 589 1x 
First Federal Savings & Loan Associa 
ti New Haven 64, 804, 061 62, 543, 049 05 
10¢ Fulton County Federal Savings & Loan 
iation, Atlanta 64, 366, 628 63, 274, 829 88 
lotal 100 largest savings and loan 
ssociations 12, 198, 069, 612 , ! 11,276,973,000 
1 Total, Ist 190 on December 31, 1958 


The Cuarrman. Thank you. 
Now the gentleman from Hollywood, Mr. Lytton. We would rec- 
ognize him again if he wants to speak. 


STATEMENT OF BART LYTTON, PRESIDENT, LYTTON SAVINGS & 
LOAN ASSOCIATION, HOLLYWOOD, CALIF.—Resumed 


Mr. Lyrron. Mr. Chairman, may I thank you for recognizing me 
for the purpose of submitting one amendment, a short amendment, to 
the present bill. 

Prior to the reading of that amendment I should like to state, so 

that. it is clearly understood, that the group of men who have testified 
here in opposition to the bill remain in concert that the bill is a bad 
bill from many points of view and that in offering the amendment 
which is offered in very good faith, we do so because we feel that it 
is crucial and critical if this bill should pass in its present form. 
We do not grant that it should nor that it will, but we feel that the 
amendment we have to offer is most pertinent and that if it were to 
be examined even by the Home Loan Bank Board they would see very 
great, sense in it. 
_dn yesterday’s testimony and in prior testimony great stress was 
placed upon the matter of local management. We, too, in the sav- 
ings and loan industry and in the holding companies of the savings 
and loans feel strongly about local management. We maintained 
yesterday correctly that we have local management. 
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- light of the local management aspect, however, we should like 

» be afforded the same privilege in the holding company, in the 
event of passage of the act, that is already part of the warp and woof 
of the Federal Home Loan Bank and Federal Sav ings and Loan In- 
surance Corporation supervisory structure. That is to say that the 
limitation placed upon existing savings and loan associations, while 
they may vary, is never less, to the best of our knowledge and be lef, 
than 50 miles. That is to say, it is considered to be local in any in- 
stance where its radius is not more than 50 miles. 

Thank you very much. Here is the amendment. 

The Cruamman. We will be glad to consider it. 

Mr. Lyvrron. It is a short amendment, and I will at this juncture 
read it and make a short statement explaining it, and thank you for 
aaa 

Proposed amendment to H.R. 7244. Add subsection (g) : 

“(g) Nothing contained in this section shall apply to any acquisition by a 
company of control of an insured institution located within a 50-mile radius 
if the principal office of the company.” 

Phis amendment is very simple, very clear and very plain. It is not 
cn lous; there is no question as to its intent. It is intended 
buitress the savings and loan industry generally. 

There be no question of self-interest involved here. I should like to 
point out that ours is to date the smallest of the holding companies 
eoing before the market. In our area there are a number of them and 
that I would be glad to meet them competitively in a situation of 
acquisition W ithin 50 miles of our office. I think that the time that 
that would arise could be a period either of distress or a time when any 

ven institution might be in difficulty. 

7 he chairman and the members of the committee know that it is the 
general procedure when an insured institution is in difficulty, either a 
commercial bank, a savings bank, or a savings and loan association, 
that the insuring corporation sees to it that it merges with another 
wholesome, whole, and healthy organization. 

By the language of the act as passed by the House and presently 
being considered by the Senate, holding companies would not be avail- 
able with their vast resources. We would not be able to — in to 
rescue an institution that might be in difficulty. We would be pre- 
vented by law, apparently, by the present language in the bill, from 
stepping in to rescue a situation where people in our community might 
get, badly hurt. 

The CHatrman. May I ask you if you think that the amendment is 
limited to that, or does the amendment provide, since it deals with 
section 408—and that is the whole bill—that new holding companies 
could be created to take over all the stock companies that would be in a 
radius of 50 miles of where it would be operating ¢ 

Mr. Lyrron. The amendment contemplates that any holding com- 
pany could acquire any institution within 50 miles of its—may [again 
point out, sir—princ ipal office. 

There is no ambiguity of language here. We are not talking about 
crossing State lines. We are not even talking about extension within 
the State. We are talking of local management and of local manage- 
ment being in a position to protect, in case of difficulty, another insti- 
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tution; of course, when it would make for sounder operations to 
acquire another. 

However, there are many offices in the area in which we operate, and 
there is nothing like monopoly involved. We point out that this is a 
vital section in a bill to which we give no countenance whatsoever. 
That without this action we feel there can be and there quite probably 
will be injury to the savers of America. 

The CuHarrman. Again the chairman wishes to ask your interpreta- 
tion of the language “acquisition by a company.” Do you mean a 
holding company that already exists 4 

Mr. Lyrron. I do so. 

The Cuarmman. Or a holding company that may later be formed / 

Mr. Lyrron. I did not hear you, Senator Robertson. 

The Cuairman. Do you intend in this amendment to permit exist- 
ing holding companies to acquire its competitors within 50 miles, or do 

ou intend the language to be broad enough so that new companies to 
be formed can acquire companies within 50 miles of each other ? 

Mr. Lyrron. Our present intention would stress the former, that 
existing holding companies with their vast resources be av: ailable to 
protect associations within a 50-mile radius. The language does not 
exclude the formation of other companies, and that would be, of 
course, the business of this committee. This is our language for the 
submission of the amendment. We do not offer it as a trifling amend- 
ment but as crucial and critical, rather than an amendment offered 
with the presentation that we want the bill passed with or without 
the amendment. If you wonder if it is a trifling attitude, it is not. 
We state that it is critical to the health of the savings and loan in- 
dustry and that we are protecting ourselves in this» way. That if 
there be diffic ulty in an insured institution within 50 miles that we at 
least can step in and save that situation, because it would redound 
badly to us as well as others in the industry. 

The Cuamrman. The chairman understands that if the committee 
sees fit to adopt this in modified language to apply only to existing 
holding companies it would take care of your suggestion, but as drawn 
it would permit new companies to be formed that could absorb stock 
companies within a radius of 50 miles. 

Mr. Lyrron. I have no opinion to offer on that, Senator Robertson. 
It did not enter our discussion. It was not in the purview of our 
discussion. We did not think of this specifically. We were concerned 
with the ability of solid financial corporations to perform this opera- 
tion, and we did not concern ourselves with whether it would have a 
grandfather effect per se. 

The CuatrMan. Are there any questions? 

If not, we thank you. 

We have a statement from Mr. J. E. Hoeft, of Glendale, Calif.; an- 
other from Mr. Frank J. Mackin, savings and loan commissioner of 
California; and a letter from Mr. Louis J. Galen, of Lynwood, Calif. 

They will go in the record at this point as well as any others that 
may be received before this heari ing is printed. 

The committee will stand in recess. 
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(The statements and letter referred to follow :) 


BE 
‘ 
4s 





STATEMENT OF J. HOEFT, PRESIDENT, GLENDALE, CALIF., FEDERAL SAVINGS & 


LOAN ASSOCIATION 





My name is J. E. Hoeft. I am the president of Glendale Federal Savings & 
Loan Association of Glendale, Calif. 

As you know, the past is easily forgotten and, as we have holding companies 
in the savings and loan industry in California—much to the detriment of our 
business and to the public, I give you the following information as it appears to 
me: 

At the time the Senate passed the Financial Institutions Act, there were only 
two principal savings and loan holding companies in operation in the United 
States—these were the Great West Financial Corp. and the First Security Corp. 
of Utah. Despite the small number of such companies, this committee promptly 
and properly recognized the problem. This judgment of 2 years ago has been 
more than amply vindicated by the recent rash of new holding companies 
springing up in the savings and loan business. 

Two new companies now in operation are the California Financial Corp. 
which owns the stock of the Surety Savings & Loan of San Jose, Calif., and the 
San Diego Imperial Corp. which owns the stock of two associations in California, 
also one in Denver (the Silver States Savings & Loan Association) and is now 
negotiating for the acquisition of the capital stock of a savings and loans asso- 
ciation in Dallas and Corpus Christi, Tex. 

Recently, a permit was granted for the issuance of stock in another holding 
company, namely, the Financial Federation, Inc., which owns or will own seven 
savings and loan associations, scattered from Marysville to San Diego, in 
California. 

A preliminary prospectus has also been prepared for First Charter Financial 
Corp. involving the American Savings & Loan Association of Whittier with 12 
offices located in communities of the Greater Los Angeles area; Pioneer Invest- 
ors Savings & Loan Association with 11 offices in northern California including 
San Jose, Monterey, Oakland, and Sacramento; Home Mutual Savings & Loan 
Association of San Francisco with 3 offices in San Francisco; Berkeley Savings 
& Loan Association with 6 offices in or near Berkeley and Oakland; and the 
Mutual Savings & Loan Association of Alhambra with 1 office in Alhambra, 
Calif. 

In addition, there are a number of other such holding companies in various 
stages of formation and incorporation. Unless this legislation is enacted and 
enacted promptly, there will be many, many more such holding companies formed. 
Indeed, it is tragic that the legislation of 2 years ago did not become law as it 
would have prohibited all but two of these holding companies. 

The savings and loan business, by statute, tradition and practice, is local in 
character and in operation and, with certain minor exceptions, is insured by the 
Federal Savings and Loan Insurance Corporation. By regulation, savings and 
loan associations cannot lend beyond 50 miles of their home office. The creation 
of holding companies, such as recently have been formed, is a direct assault on 
this underlying characteristic of our business. Moreover, it is a direct assault 
of the above regulation by an indirect corporate device. If the savings and loan 
business is to become statewide in operation—indeed, if it to cross State boun- 
daries—then that change should come directly by statute and not by the device 
of a holding company. If we are to change the character of our business, let us 
do it directly and openly and not indirectly. 

There are undoubtedly areas of economic activity in which properly regulated 
holding companies have an economic function to perform. The Congress, for 
example, in the enactment of bank holding company legislation, recognized 
this. The usual arguments advanced in justification of promotion of holding 
companies, however, are particularly ill-adopted to the savings and loan business. 
One major argument used to justify holding companies is that such holding 
companies provide expert and skilled management which the individual com- 
ponent institutions cannot provide for themselves. This argument may be valid 
for a commercial bank however, it is not valid for a local thrift and home financ- 
ing institution, the management of which can best come from the metropolitan 
areas or communities to which it is compelled to confine its lending. The econo- 
mies of size are not available to the component institutions of the savings and 
loan business. They are chartered as separate institutions and must perform all 
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of the essential functions within the corporate framework of those individual 
institutions, hence the holding company cannot contribute to the management or 
efficiency of operation level so far as the savings and loan business is concerned. 

Another argument frequently advanced in favor of holding companies is the 
argument that such companies can contribute risk capital, thereby assisting 
the component institutions. This has certainly not been done by the recently 
formed holding companies in the savings and loan business. The capital which 
has been raised by the public sale of the securities of these holding companies 
has been used for the acquisition of an interest in an existing association and 
not for the purpose of adding additional venture capital to that association. 
One illustration of this is the California Financial Corp., recently formed for 
the purpose of acquiring the stock of the Surety Savings & Loan Association of 
San Jose, Calif., previously mentioned. The principal owner of capital stock 
of that association exchanged that stock for holding company stock. The net 
worth of the association’s guarantee capital and reserves was slightly under 
$2144 million. As a result of this exchange, the primary stockholder of the 
holding company held over 339,000 shares of its securities, which was 93 percent 
of the total outstanding stock of the holding company. This principal stock- 
holder subsequently sold 100,000 shares of his 300,000-odd shares at an issued 
price of $14 a share. The net proceeds from this sale of one-third of the holding 
company stock was equal to approximately 50 percent of the net worth of the 
company. This was equivalent to an issuing price of double the book value of 
the association. By the sale, the selling stockholder obtained net cash proceeds 
equal to about one-half of the net worth of the company and still retained two- 
thirds of the outstanding stock of the holding company. I am merely explaining 
the transaction of this institution, and the information I have given is contained 
entirely in the prospectus. I have used this merely as an illustration of the 
fact that a public offering of less than one-third of the securities of the holding 
company’s stock produced approximately $114 million in cash, none of which 
went to augment or strengthen the risk capital of the association. The under- 
writer handling the sale of the stock to the public was permitted to buy 10,000 
shares of the capital stock of the company for which it paid $2 per share, on 
which was placed an issuing price of $14 per share—seven times its cost. 

An examination of the prospectuses of other proposed holding companies indi- 
eates that the pattern of the California Financial Corp. is the pattern all are 
following. In short, by the employment of the holding company device in the 
savings and loan business, we are changing radically the basic concept of our 
business, yet we are not receiving any of the possible benefits which the holding 
company device provides for other types of businesses. 

This, however, is not the only problem holding companies present to the sav- 
tug and loan business. Securities of savings and loan holding companies are 
being offered to the public at original issue prices equal to two or three times— 
and sometimes more—the net worth of these associations. Moreover, the net 
worth of these associations is composed largely of loss reserves and bad debt 
reserves created not for the benefit of the stockholders but for the protection of 
the public and the Government of the United States which is, through the gov- 
errnmental instrumentality of the Federal Savings and Loan Insurance Corpora- 
tion, insuring the public’s savings accounts. The removal of funds represented 
in these reserves and making them available to the stockholders would require 
the payment by the association of a corporate income tax before such funds can 
be available for distribution. If these holding companies are to generate net 
income sufficient to pay dividends, whether in cash or in stock, it must come from 
net earnings of the associations and not from bad debt reserves. It is certainly 
a legitimate question to inquire from where are the earnings going to come for 
the payment of dividends to the holders of the holding company’s securities. 
Most, if not all, of the income of the savings and loan associations have been 
going into bad debt or loss reserves and that reserve ratio is not excessive for a 
financial institution engaged in extending long term home mortgage credit. Pay- 
ment of earnings on the basis of current issue prices in the light of the associa- 
‘tions’ necessity for adequate reserves can only force the management of these 
associations to reach excessively for income, thereby compelling a vigorous effort 
to develop additional sources of income. Such pressure on savings and loan 
management for earnings can only mean higher mortgage interest rates which 
means the assumption of additional risks in order to make such necessary 
income. This pressure for earnings to cover not only reserves but also to meet 
the demands of the holding companies for a net profit constitutes one of the great- 
est dangers of the holding company device when used in the savings and loan 
business. 
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While the techniques of the new holding companies may be different, there were 
nolding companies in California in the late twenties. A recounting of their 
operations in that period might be helpful to this committee in formulating a 
legislative program to deal with this corporate device. 

About 1927, three holding companies developed in California, all of them oper- 
ating on practically an identical pattern. This pattern involved the purchase 
of a going, independent, State-chartered, capital stock association. The stock 
ownership of the independent association was held by the holding company. 
Sometimes a third corporation was established to control the holding company 
itself, this third corporation generally being organized and controlled by the 
original promoters. 

In most instances, after the holding company had purchased the stock of the 
independent association, salesmen for the holding company were provided with 
lists of the savings account holders of the purchased association and the amount 
of money these accountholders had on deposit in the association. These sales- 
men then approached these individual accountholders with the objective of sell- 
ing them stock in the holding company. With the information provided as to 
the financial status of the individual accountholder, it became a relatively simple 
matter for approaching the prospective purchaser of the holding company stock. 

The stock sold to the accountholder was generally preferred stock and the 
usual price was $25 per share. This preferred stock carried a 6 percent rate, 
with the provision that, after the 6 percent was paid to the preferred stockholder, 
common stockholder would be entitled to an identical rate, and with the further 
provision that any additional profits over and above the 6 percent paid on each 
class of stock was to be split on a 50—50 basis between the preferred and common 
stockholders. Unlike the preferred stock, however, the common stock had a price 
of $1. 

The promoters of the holding company were allowed a 20 percent selling 
expense by the corporation commissioner of the State of California. This 20 
percent of the $25 par value for the preferred stock provided the promoters with 
a $5 per share selling cost allowance. With this selling cost allowance, it was 
generally possible to pay all the expenses of the sale of the preferred stock and, 
in addition, provide funds for the purchase of the common stock at $1 per 
share. In effect, what really happened, therefore, is that capital stock associa- 
tions were purchased by converting savings accounts or investment certificates 
into preferred stock, and from the sales commissions allowed, control over the 
purchased association passed into the hands of the promoters who, in effect, made 
only a small capital investment—if any. 

Several million dollars worth of stock, within this pattern of operation, was 
sold, thereby making possible the purchase of various associations. The account- 
holders in the affected, independent association were generally persons of small 
means who were unsophisticated so far as financial transactions were concerned 
and who had little, if any, understanding of the nature of the stock transaction. 
Undoubtedly some—if not many—considered that they were merely transferring 
their savings from one type of account to another and probably some of them, 
at least, never did understand that they were in fact buying stock rather than 
obtaining another type of savings account. 

As a result of these operations, in some instances practically the entire in- 
vestment made in the preferred stock was lost because the absence of a market 
provided them little, if any, opportunity to cash in their stock for any sum. 

A complete record of the operations of these three holding companies can be 
obtained by the committee from the savings and loan commissioner of the State 
of California, as well as the corporation commissioner of the State of California. 
These two State officials can certainly provide the committee with greater details 
which, in the course of the years, have slipped my mind. 

The potential use of savings accountholder lists as possible prospects for 
holding company securities—in the pattern of the late twenties—is an additional 
danger which, while it is not yet great in this decade, is a potential threat to the 
stability of the industry. If we get into an era of tight money, there is nothing 
to prevent this device of using accountholders’ lists from being used for the 
promotion of other types of business. You can imagine what the result will be 
if promoters have available to them a reservoir of many millions of dollars in 
savings accounts of individuals in associations which they control; they could 
then sell them every type of security in many, many various corporations which 
have nothing to do with the savings and loan business. 

Holding companies should be restricted to holding only savings and loan stock 
and no other functions. For the protection of the public, they should be forced 
to divorce themselves from other activities and heavy penalties should be pro- 
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vided for the use of savings and loan accounts as prospect lists for the sale of any 
and all types of stock. 


STATEMENT OF FRANK J. MACKIN, SAVINGS AND LOAN COMMISSIONER, STATE 
OF CALIFORNIA 


Mr. Chairman and members of the committee, my name is Frank J. Mackin. 
I reside in Los Angeles, Calif. I have been the savings and loan commissioner 
of the State of California since January 5, 1959. Iam an attorney at law, was 
admitted to practice in the State of California in 1928, engaged in the private 
practice of law in San Francisco and in Los Angeles until January 1951, when 
I was appointed an assistant attorney general of the State of California by the 
then attorney general, Edmund G. Brown, now Governor of the State of Cali- 
fornia. I served as assistant attorney general in charge of the Los Angeles 
office from 1952 until August 1958, when I was appointed chief deputy attorney 
general of the State of California. 

As savings and loan commissioner of the State of California I endorse the 
principles of H.R. 7244, recently passed by the House of Representatives, urge 
its speedy adoption by this honorable committee and by the U.S. Senate, and 
present the following facts and comments: 

California leads the Nation in total ussets of its savings and loan associations. 
Gross assets of State-licensed associations as of December 31, 1958, amounted 
to $4,038, 705,054, an increase over 1957 of $718,549,545—a 21.8-percent increase. 
Assets in the past 5 years increased more than $82.7 billion—a 220.1-percent 
increase. In the first quarter of 1959 assets increased $246 million, of which 
$183 million was in southern California. In the quarter ending June 30, 1959, 
assets of these associations increased $321,770,038, of which $218 million was in 
southern California. 

At the close of 1958, California had 172 State-licensed associations with 121 
branches, a total fo 298 State savings and loan facilities. Several new asso- 
ciations and branches of existing associations heretofore approved, but not yet 
licensed and opened, will be licensed and opened throughout the year, so that 
at the close of 1959 it is expected there will be approximately 180 savings and 
loan associations and at least 137 branches operating in California—a total of 
approximately 317 State-licensed savings and loan facilities. Fourteen of these 
associations are mutuals; the balance are stock companies. One hundred and 
sixty-one associations have insurance of accounts; 138 are not insured. 

California leads the Nation not only in savings and loan assets but also in 
savings and loan holding companies. In my statement of June 16, 1959, on 
H.R. 7244, presented to Subcommittee No. 1, House Banking and Currency Com- 
mittee, I pointed out that at that time 10 holding companies owned or proposed to 
acquire the guarantee stock of approximately 33 savings and loan associations 
having a total of approximately 96 offices throughout California. A list of 
these holding companies, and subsidiaries or proposed subsidiaries, together with 
a statement of the assets of each and the number of offices, was attached 
thereto. (A copy of said listing of savings and loan holding companies in 
California as of June 1959 is attached hereto. Assets are listed as of June 30, 
1959. ) 

Since June 16, 1959, I have been informed that several new savings and loan 
holding companies have been formed, aud my present information on this matter 
follows: 

Three new savings and loan holding companies are now operating or are 
about to operate in California, as follows: Gibraltar Financial Corp. of Cali- 
fornia; Trans-World Financial Corp.; and Community Insurance Agency. A 
list of these holding companies, their subsidiaries and proposed subsidiaries, 
together with the statement of assets of each and number of offices, is likewise 
attached hereto. 

I was recently advised by Frank J. Healey, Corporation Commissioner of the 
State of Oregon, that two of the holding companies owning stock of California 
savings and loan associations have applied for permits in the State of Oregon 
to sell and issue securities. One of these holding companies owns the stock of 
California savings and loan associations and associations in two or three other 
States, an investment company in California, and an insurance agency in a 
neighboring State. 

In addition to the holding company activity in California there has been an 
intense, enthusiastic, and widespread interest by various individuals and groups 
in the acquisition of the controlling stock of savings and loan associations. 
Overtures are being made daily to associations throughout the State and their 
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stockholders for acquisition of the guarantee stock of the association. Several 
savings and loan associations, some of them the oldest in the State, have changed 
ownership in what appears to be a preliminary move to the establishment of 
additional holding companies. Information comes to me from time to time 
that existing State savings and loan associations have sold or are about to sell 
their guarantee stock to various savings and loan holding companies referred 
to in the lists attached hereto. Within the last 2 weeks I have been informed 
that at least three or four associations are going to enter the savings and loan 
holding company fold. 

The articles of incorporation of these holding companies generally provide, 
among other things, that they may buy, sell, and hold stock of one or more 
savings and loan associations, carry On general insurance agency and insurance 
business, carry on real estate and escrow business, borrow and lend money, buy 
and sell personal property, buy businesses and organize subsidiary companies, 
participate in joint ventures, partnerships, and other types of organizations. 

In the main California has one of the best and most comprehensive State 
laws governing savings and loan associations. Many of these provisions can 
be successfully evaded by the use of the holding company device. This is the 
area of our major concern. 

Recent activities of holding companies in California have assumed enormous 
proportions. The size and scope of these operations have reached such a point 
as to constitute a major change in the character of the savings and loan busi- 
ness. The alleged benefits of such holding companies are meager and are far 
outweighed by the underlying fact that holding companies destroy the basic 
concept of the savings and loan business as a local thrift and home financing 
/peration. 

At present many of these holding companies are being organized in the State 
of Delaware. It is impossible for the State of California, either through the 
office for which I have statutory responsibility or the office of the corporations 
commissioner of the State, to stop or even impede the rapid spread of holding 
companies over State associations. As the savings and loan commissioner of 
the State of California, I therefore earnestly request the Congress of the United 
States to enact legislation embodying provisions of this bill for the problem is 
beyond the jurisdiction of the State, national in its scope, and can result only 
in a basie revision in both the public’s conception of and the onerations of the 
savings and loan business. 

I appreciate and thank the chairman and the committee for the opportunity to 
present to the committee my views on this subject. 


Savings and loan holding companies, California, June 1959 


} 
Companies | Assets June 30, Number 
1959 | of offices 


| 
treat Western Financial Corp., a Delaware corporation, incorporated June 22, | 
1955. Listed on American Stock Exchange. (See annual report, 1958, at- | | 
tached hereto.): 
Owns guarantee stock: 
Great Western Savings & Loan Association, Los Angeles, Calif_. 


73 


Don 





Bakersfield Savings & Loan Association, Bakersfield, Calif. - 3 
Santa Ana Savings & Loan Association, Santa Ana, Calif___- l 
Guaranty Savings & Loan Association, San Jose, Calif 67, 815, 831 6 
West Coast Savings & Loan Association, Sacramento, Calif . | 30, 226, 711 2 
Central Savings & Loan Association, San Luis Obispo, Calif 20, 848, 865 | 1 
6 associations with 20 offices... peat aS a ae 524, 190, 484 20 
Also owns 31 escrow companies in Los Angeles. Minority interest in 
Pacific Coast Title Co. 
San Diego Imperial Corp., a California corporation, incorporated November | 
1956. (See preliminary prospectus dated May 15, 1959, attached hereto.): 
Owns guarantee stock: | 
Suburban Savings & Lean Association, San Diego, Calif____- 15, 093, 224 2 
Imperial Savings & Loan Association, E] Centro, Calif_- 7, 035, 256 1 
Southland Savings & Loan Association, La Mesa, Calif. (minority in- 
terest) . 19, 448, 326 3 
Silver State Savings & Loan Association, Denver, Colo_. 1 30, 894, 572 1 
American Savings & Loan Association, Dallas, Tex__-- 1 10, 833, 696 1 
First Savings & Loan Association, Corpus Christi, Tex. (under option) _| 1 46, 237, 395 l 
OC anecctations with OOMCOE. «. <2 concn ncececennteccccccccs ie seeaeel 129, 542, 469 | 9 


1 Assets as of Mar. 31, 1959. 
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Savings and loan holding companies, California, June 1959—Continued 








Companies | Assets June 30, | Number Gibri 
1959 | of offices inc 
ie F ee Gibré 





San Diego Imperial Corp.— —Continued K Es 
It is believed that San Diego Imperial Corp. has acquired the guarantee | sel 
stock of Grand Prairie Savings & Loan Association of Grand Prairie, Tex. am 
The press accounts from San Diego, Calif., July 20, state that San Diego | Tran 
Imperial Corp. has completed the formation of Texas Imperial Corp., a | 2 
wholly owned subsidiary, for the purpose of acquiring and holding the Ma 
permanent reserve stock of savings and loan associations in Texas, and our | AS: 
information is that this holding company (San Diego Imperial Corp.) is | C 
now negotiating to acquire the guarantee stock of an additional California vom 
savings and loan association. | rat 
California Financial Corp., a Delaware corporation, incorporated December Sa 
1958. (See prospectus dated Mar. 25, 1959 attached hereto.): | 
Owns stock: 
Surety Savings & Loan Association, San Jose, Calif., 1 association with 
5 offices. __...-- Las ate a 31, 693 


Articles of incorporation state that stock of other associations will be 4 
ac quired. 
Trans-Coast Investment Corp., a California corporation, incorporated Dec. 
22, 1958: 
Organized to acquire guarantee stock of: 
Van Nuys Savings & Loan Association, Van Nuys, Calif__.__----- | 79, 049, 595 
Oxnard Savings & Loan Association, Oxnard, Calif____- oats 16, 884, 652 
Santa Maria Savings & Loan Association, Santa Maria, AE ed 16, 547, 207 | 


| 
rr en. 2. nana bennknmlionauneeteeekeaminaie “112, 481, 454 | 


Financial Federation, Inc. (formerly Investment Co. of California), a Delaware 
corporation, incorporated Mar. 11, 1959. (See registration statement, Securi- 
a and Exchange Commission, and agreement among underwriters attached 

ereto.): 
Owns guarantee stock: 
Atlantic Savings & Loan Association, Los Angeles, Calif 32, 090, 378 
About to acquire guarantee stock of— | 
Coachella V alley Savings & Loan Association, Palm Springs, Calif- -- 23, 347, 301 ings 
Community Savings & Loan Association, Compton, Calif. - Social 50, 835, 277 | Bs 
Lassen Savings & Loan Association, C hico, Calif 6, 017, 951 l grou 
Midvalley Savings & Loan Association, Marysville, Calif. -.__--- 12, 256, 204 3 mode 
Palomar Savings & Loan Association, Escondido, Calif aide weal 11, 118, 435 inte 
Prudential Savings & Loan Association, San Gabriel, Calif__-_-__---- 44, 894, 477 l inter 
Sequoia Savings & Loan Association, Fresno, Calif-_- camino” 15, 924, 355 , whet 
» enac 
Wesco Financial Corp., a Delaware corporation, incorporated Mar. 23, 1959: | hows 
To acquire guarantee stock of— woul 


Mutual Savings & Loan Association, Pasadena, Calif., 1 association . 
with 3 offices. __- En cpitantoaciameneioae -| 139, 884, 248 | 3 tions 
| 


8 associations with 14 offiees_-.-..----_-- 


Empire Financial Corp., a Delaware corporation, incorporated Mar. 30, 1959: and 
To acquire stock of— Su 
Empire Savings & Loan Association, Pacoima, Calif., 1 association | oe 
with 2 offices____ 5, 633, 87 ? pani 
Pacific Bond& Insurance Agency, , gener? il insurance agency and broker- | whe 
age, owned by Samuel Oschin, majority stockholder of Empire Savings & | vent 
Loan Association. 
Hawthorne Financial Corp., a Delaware corporation, incorporated Apr. 28, pern 
1959. (See preliminary prospectus dated July 31, 1959.): and 
To acquire guarantee stock of— Bu 
Hawthorne Savings & Loan Association, Hawthorne, Calif., 1 associa- 
tion with 1 office____- sia 27, O54, 95 I presi 
Lytton Financial Corp., a Delaware corpor ation, ‘organized Jan. 26, 1959: | pani 
To acquire guarantee stock of— ing 
Lytton Savings & Loan Association, venatieiel Park, Calif., 1 associa- — 
tion with 2 offices ___- ieiciaeeie eblbewines ae b, 215, agre 


First Charter Financial Corp. (See preliminary prospectus dated June 11, : m 
1959, attached hereto.): mg 
American Savings & Loan Association, Whittier, Calif_____- 207, 336, 827 l men 
Pioneer Investors Savings & Loan Association, San Jose, Calif. 162, 095, 788 the 1 
Home Mutual Savings & Loan Association, San Francisco, Pe oe 85, 133, 979 ‘ TY 
Berkeley Savings & Loan Association, Berkeley, Calif ae 57, 896, 059 
Mutual Savings & Loan Association of Alhambra, Alhambra, Calif 11, 093, 697 1 


‘ $$ $___$_§__ | —__ 


5 associations with 36 offices : | 523, 556, 350 | i 


Re os. eet eter Sap iiiigeel 1, 726, 746, 916 | 
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Additional savings and loan holding companies, Aug. 17, 1959 


Gibraltar Financial Corp. of California, a Delaware corporation, 

incorporated May, 1959, to acquire guarantee stock of : 
Gibraltar Savings & Loan Association of Beverly Hills, Pioneer 

Escrow Company, Security Allied Services, Diversified Insurance 

Services, Inc. (being formed to conduct fire insurance business 

and mortgage insurance agency) (1 office) $93, 511, 429 
Trans-World Financial Corp., a Delaware corporation, incorporated 

May 29, 1959, to acquire guarantee stock of World Saving & Loan 

Association, Lynwood (1 office) 47, 043, 293 
Community Insurance Agency, a California corporation, incorpo- 

rated June 11, 1959, to acquire stock of Huntington Park First 

Savings and Loan Association (1 office) 40, 109, 902 


Wortp Savines & LOAN ASSOCIATION, 
Lynwood, Calif., August 18, 1959. 
0.S. Senator A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


My Dear SENATOR Ropertson: I am sending this letter with the request 
that you make it part of the record before the committee in its consideration of 
H.R. 7244. 

I oppose the enactment of H.R. 7244. 

The avowed purpose of this legislation is to preserve the status quo. Since 
the bill does not purport to bring about any change in the current situation, it 
can make no pretense of correcting any evil. 

H.R. 7244 would do nothing to require a divestiture of any of its holdings by 
any savings and loan holding company, no matter how huge or how many sav- 
ings and loan offices it operates. Nevertheless, this bill would prevent little 
groups from incorporating to hold two or more savings and loans of relatively 
modest size. The test would not be size, importance, impact on the economy, 
interstate nature of operations, or anything except the totally illogical test of 
whether the acquisition is a moment before or a moment after the date of 
enactment of the bill. The bill does not undertake to provide for regulation. 

I see no evil in savings and loan holding companies. If there were such evil, 
however, the proposed legislation does nothing to meet it. The bill merely 
would give existing companies a franchise against competition by new opera- 
tions, including operations only a small fraction of the size of those the property 
and legality of which would be established by the bill. 

Such a proposal is unfair and illogical. If savings and loan holding com- 
panies are evil, legislation should be designed to meet that evil. Regardless of 
whether savings and loan holding companies are evil, legislation should not pre- 
vent smaller groups from forming holding companies at the same time that it 
permits a New York stock exchange corporation to operate 10, 20, or 30 savings 
and loan offices in California. 

But I agree with the obvious premise of the legislation—that there is no 
present evil to be corrected. Since there are savings and loan holding com- 
panies in existence, the only possible conclusions from this premise is that sav- 
ings and loan holding companies are not evil. With this conclusion, too, I 
agree. 

The comparison of the savings and loan holding companies and banking hold- 
ing companies shows no similarity of operation justifying similarity of treat- 
ment. Banks create currency, have unlimited areas for lending and engage in 
the widespread financing of industry and business. 

This is not true in the savings and loan industry. 

First: Any association whose stock is held by a holding company is unable 
to change the structure or extent of the operation of the savings and loan asso- 
ciation involved. 

Second: Each association is limited in its lending to an area within 50 miles 
of its location. Few exceptions but not beyond State limits. 

Third: It can only lend on first liens on real estate and mostiy on homes. 

Fourth: Each association is supervised by both the Federal home loan bank 
and the individual State supervisory authorities. 

This restricts a national widespread operation, even though the ownership of 
the issued stock of the State association is by a holding company. The holding 
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company cannot use the funds of the savings and loan association in any Gi- 
verted activity except as directed by the individual association through its 
officers, directors, and management 

3ut there is a further essential difference. Only 5 percent of the savings and 
loan associations are privately owned. These are the only associations which 
could possibly be held by a holding company. Accordingly, any action taken 
by this committee affects just a small minority of the industry. 

The contention has been made that ownership of savings and loan associa- 
tions by holding companies affects competition. It is difficult to see how the 
type of operation that is limited to 5 percent of the industry can restrain com- 
petition. Our experience in operating World Savings & Loan Association dem- 
onstrates that holding companies have been a-stimulating factor in competition. 

Operating World Savings in Lynwood, Calif., an area within 10 miles from 
downtown Los Angeles, we have been challenged by such holding companies and 
it has keyed up our operation to such an extent that in a small community of less 
than 40,000 population we have built up our service by encouraging savings and 
home ownership to an asset of approximately $50 million. Through these serv- 
ices we have provided the financing for many new suburban developments and 
encouraged improvements in our own area. Associating with the many savings 
and loan associations in southern California we find this to be a fundamental 
factor. The Great Western Financial Corp. has created an interest in the 
community that has established the savings and loans in this area as a pre- 
dominant savings source. This is a healthy condition for competition, and pro- 
vides local savings and loan associations with sufficient funds to meet the loan 
demands of the area. 

In further discussing competition and approaching the subject matter from 
the angle that by virtue of the stock interests being held by holding companies— 
the local and community interest is eliminated. Asa matter of fact, it is retained, 
because the individual identity of the association as a community enterprise is 
retained. No changes or very little change is made in management of the asso- 
ciation and its operating staff. The community interest is increased by the 
driving force of the stock of the holding companies being held by the general 
public and in many instances by individuals in the community. Very seldom 
is the name of the association changed, there is nothing that affects its operation 
except better management and more directed energy in the area of the associa- 
tion for.more savings, and a good lending program for home ownership. 

If this act protected competition and prevented the absorption of smaller asso- 
ciations, or helped retain the identity of the individual holders of the stock in or 
out of the community it serves, it might have merit. It does none of these. 

Actually, this act is aimed directly at the State of California because Cali- 
fornia has been the most aggressive State in the Union in building the savings 
habits and home ownership of the citizenry. To fairly consider the advantages 
of this act the committee should review just what has happened in this State. 
The larger associations have been able to branch out in far diversified areas. 
One Federal savings and loan association in California has been granted six 
branches in the last 5 years. Another Federal in California has been granted 
four branches by the Federal home loan bank since 1955. Still a third Federal 
association in California has been granted seven branches in the same period 
by the Federal Home Loan Bank Board. One State association has been 
granted 20 branches by the savings and loan commissioner, and still another 
9 branches. Many other associations have been granted licenses to operate a 
multitude of branches. 

All of these branches are in separated identified communities and smaller 
cities in the county of Los Angeles or other counties in the State. The branches 
do not necessarily serve personnel of the communities, so that the argument of 
retaining a local identity of the association is lacking, and this act does not 
provide that this branching program be eliminated. 

Nor does the act provide that mergers, or purchasing of additional associations 
be eliminated. Most of the larger associations have acquired many other asso- 
ciattons by this method. In the last few months the Federal home loan bank 
has approved mergers creating huge savings and loans. In these cases of 
merger or direct purchase competition is affected—the purchased or merged 
association loses its identity and savers and lenders are subject to new policies 
of the combined associations. 

I submit‘that this bill, which does not affect the establishment of savings and 
loan empires by merger, which does not meet the problem of multibranch 
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operation, which does not even purport to change the existing savings and loan 
holding company structure but undertakes to preserve the very status quo it 
uses as the basic argument for its own enactment, is not a proper bill for 
enactment. 

It should be at least given serious consideration and more extensive investiga- 
tion, as to its discrimination against a small minority, as to its effect on the 
industry as a whole, as to what purpose it is directed, and as to what purpose 
it will serve. Also, the amendments proposed by the industry groups should be 
studied in detail, because without these amendments the act, as it stands, is a 
more serious challenge to free enterprise. 

l urge the committee to disapprove H.R. 7244. 

Respectfully, 
Louis J. GALEN, President. 


(Whereupon, at 10:40 a.m., the hearing was recessed subject to 
call of the Chair.) 


(The following were received for the record :) 


IRELAND, IRELAND, STAPLETON & PRYOR, 
Denver, Colo., August 21, 1959. 
COMMITTEE ON BANKING AND CURRENCY, U.S. SENATE, 
New Office Building, Washington, D.C. 
(Attention Mr. J. H. Yingling, chief of staff). 

DEAR Srrs: I wish to express my appreciation for your permitting me to be 
heard on H.R. 7244 last Tuesday and for Mr. Yingling’s courtesy to me in that 
regard. 

At the request of Senator Douglas, who asked that the information be in- 
serted in the record, the California holding company which controls Silver 
State Savings & Loan Association of Denver is San Diego Imperial Corp. 

I also enclose for consideration by the committee in the event that it may 
prove helpful a list of Colorado savings and loan associations, indicating their 
assets as of December 31, 1958, and whether they are mutual or permanent stock 
associations. 

Sincerely yours, 
HARDIN HOLMES. 


Savings and loan associations of Colorado listed in order of size of total assets 
(total assets as of Dec. 31. 1958) 


[Permanent stock indicated by X; mutual indicated by O; associations in Denver area are 
in italic] 


O 1. Midland Federal Savings & Loan Association _... $103, 594, 963 
O 2. Industrial Federal Savings & Loan Association ; 93, 034, 226 
X 3. Empire Savings Building & Loan Association 52, 889, 100 
X 4. Columbia Savings & Loan Association 43, 126, 504 
O 5. Capitol Federal Savings & Loan Association 32, 512, 008 
X 6. Silver State Savings & Loan Association 30, 052, 037 
O 7. First Federal Savings & Loan Association, Denver _- 28, 951, 934 
O 8. Colorado Federal Savings & Loan Association 24, 390, 386 
X 9. Guardian Savings & Loan Association 18, 029, 193 
X 10. Englewood Savings & Loan Association , 254, 928 


~ 
— 


17 
Fort Collins Federal Savings & Loan Association 14, 643, 703 
Railway Building & Loan Association (State mutual) 13, 598, 197 
Majestic Savings & Loan Association 12, 302, 255 
11 
11 
l 


~ 
ad 


~~ 


First Federal Savings & Loan Association, Pueblo 169, 100 


~ 
_— ~ 

mete feet fe pet et et 
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5. First Federal Savings & Loan Association, Colorado Springs , 067, 832 
O 16. Valley Federal Savings & Loan Association 0, 328, 513 
QO 17. Mesa Federal Savings & Loan Association 9, 696, 504 
X 18. Boulder Savings & Loan Association 9, 116, 746 
X 19. Mountain Savings & Loan Association 8, 808, 588 
X 20. Equitable Savines & Loan Association 8, 094, 841 
QO 21. Northern Colorado Savings & Loan Association (State 
mutual) 6, 471, 130 
O 22. First Federal Savings & Loan Association, Englewoed 6, 021, 553 
O 23. Morgan County Federal Savings & Loan Association 6, 016, 917 
= 


X 24. Mutual Savines & Loan Association 5, 902, 964 
X 25. Loveland Savings & Loan Association 5, 373, 497 
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Savings and loan associations of Colorado listed in order of size of total assets 
(total assets as of Dec. 31, 1958)—Continued 


ras & Loan Association $5, 231, 184 
nes & Loan Association 1, 985, 970 
ines & Loan Association 4,851, 792 

t 


alley Federal Savines & Loan Associxntion , 044, 364 
ines & Puilding Association 


s, 983, 352 

savings & Loan Associution 3, 636, 394 
i ri inti , BOO. Lae 
3, 201 

, ob8 

5069 


715 
551 
106 


165 

, 198 

, 978 

v Building & Loan Association 838, 847 
Gunnison Puildir Loan & Savings Association 91, 499 
Del Norte Federal Savines & Loan Association 524, 666 
Routt County Federal Savings & Loan Association : , 971 
Vile Hiah Savings & Loan Association 3 > OOU 
Bent Loan & Building Association 222, 123 


Platteville Building & Loan Association 6S, 941 


Total assets 643, 255,336 


Souree: Compiled by Savings & Loan League of Colorado, Denver, Colo., Edwin G. 
Alexander, executive vice president. 


UNITED STATES SAVINGS AND LOAN LEAGUE, 
Chicago, Ill., August 24, 1959. 
Senator A. WILLIS ROBERTSON, 
Chairman, Senate Banking and Currency Committee, 
Old Senate Office Building, Washington, D.C. 

DEAR SENATOR RospertTsON: This letter is in support of S. 2517, Senator Bart- 
lett’s bill to amend the Federal Home Loan Bank Act. The United States Savings 
and Loan League strongly favors the enactment of this bill during this session. 

At the present time, the new States of Alaska and Hawaii do not have elective 
representation on the board of directors of the San Francisco Federal Home 
Loan Bank. Unless this measure is enacted this session, two members of the 
existing board will have to resign since the law at present requires that every 
State have an elected director. The State of California has three such directors, 
but in view of the fact that this State has nearly 75 percent of all the assets of 
the San Francisco Federal Home Loan Bank, it is only appropriate. 

The various States affected plus the California Savings and Loan League 
and most, if not all, savings and loan executives favor this bill. To my knowl- 
edge, not one single person objects to this legislation, and I respectfully request 
that your committee favorably report this legislation and that it can pass the 
Senate before adjournment. 

Sincerely, 
GLEN TROOP, 
Staff Vice President. 








